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Russian assets Preussag easts 
hit as investors doubt over the 


Greece puts I Fears on economy hit Nikkei 


retreat from 
new markets 

Russian financial assets took 
another battering as investors 
continued to reduce their expo- 
sure to emerging markets. The 
RTS 24 index of leading - stocks 
fell 9.2 per cent to 350X11 while 
trading in many second-tier 
stocks dried up completely. 
Page 2; World stocks. Page 38 
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Preussag, Hanover-based 
i ndustri al c onglom erate. has 
thrown the future ownership erf 
its steel subsidiary Preussag 
Stahl into doubt after announc- 
ing a review of “strategic 
options" for rite business. ’Talks 
have already taken place with 
British Steel and Austrian steel 
group Voest Alpine.' Page 15 

8KF of Sweden and NSK of 
Japan, the world’s two leading 
bearings manufacturers, are com- 
peting to buy the Klelce bearings 
plant in Poland. Page 22 

TaMMca, Spanish telecoms 
group, reported higher than fore- 
cast nine -month profits, helped 
by strong earnings in Chile and 
Pern. Page 18 

French companies clinched deals 
worth FFribn ($71Qm) in Vietnam 
as President Chirac began a five- 
day visit to Hanoi Page 4; 
Observer, Page 13 

Sharp, Japanese electronics 
mami ra p hir p'r was hit by price 
falls and a downturn in TV and 
air-conditioner sales which hurt 
first-half profits in spite of record 
revenues. Page 20 
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By Kerin Hope in Athens 

Greece's Socialist government 
yesterday revealed tough budget 
measures ahn ed at enabling it to 
join the single European cur- 
rency in 2001, and at protecting 
the drachma from short-term 
speculative attack. 

Greece has spent about $2£bn 
of its foreign exchange reserves 
in the past two weeks to protect 
fly* drachma following turmoil on 
international capital markets 
which triggered heavy sales of 
Greek government bonds by 
International investors. 

Greece meets none of the eco- 
nomic criteria for joining eco- 
nomic monetary unton, but 
Yannos Papantoniou, economy 
minister, said the budget was 
intended to achieve the deficit 
target n«»vt year and the 
target in 1999. 

Among the measures are new 
taxes on companies and the 
wealthy, amd an effective freeze 
on public sector wages. 

Hie general government deficit 
is projected to tell next year from 
4.4 per cent of gross domestic 
product to 2.4 per cent - below 
the 3 per cent Maastricht treaty 
ceiling - as a result of a tighter 
incomes policy. The average 
inflation rate is forecast to slow 
from 5.7 per cent to 17 per cent 

Mr Papantoniou stresse d that 
the central bank would maintain 
its “hard” drachma policy, which 
pegs the Cheek currency to the 
Ecu and has helped bring down 
inflat ion 

“Currency stability will con- 
tinue to be the cornerstone of our 
policy, and onr unwavering aim 


is to join the European monetary 
tminn on Jan 1, 2001,” be <»»H 

In a signal that Greece would 
try to protect the currency from 
attack in the run-up to participat- 
ing in the euro, Mr Papantoniou 
said the drachma would not j am 
the exchange rate mechanism 
next year. While two years of 
membership in ctm Js con- 
sidered a prerequisite for joining 
Emu, Mr Papantoniou said 
Greece would not violate the 
Mwt i lrl il trmfjlfii m ilnf nlni il 
a stable exchange rata 

In a volatile session yest e rday, 
prices an the Athens stock 
exchange closed with losses of 
just 02 per cent after slides of 33 
per cent on Monday and 53 per 
cent an Tuesday. 

The central bank's overnight 
borrowing rate declined to 39 per 
cent as pressure on the drachma 
eased. Last week it had been as 
high as 150 per «*»» But com- 
mercial banks are prpgpfad to 
raise deposit and lending rates. 

The budget is based on expecta- 
tions of economic growth rising 
next year to 3.7 per emt of GDP 
after rea ching this year’s target 
of 3£ per cent. 

Revenues are projected to rise 
by 1L2 per cent, with new taxes 
an company reserves, a (L3 per 
cent tax on stock exchang e trans- 
actions and a levy on mobile tele- 
phone calls. 

The budget assumes an effec- 
tive freeze on public sector 
wages, with nominal increases 
being held to 25 per cent. 

U-turn on incomes, Page 2 
E ditoria l comment, frige 13 
Observer, Page 13 
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Softbank shares fall 
to near all-time low 
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By Paul Ab r a hams in Tokyo 

Shares in Softbank, the troubled 
Japanese multimedia company, 
continued to fall yesterday, 
despite efforts this week by Masa- 
yoshi Son, the group's president, 
to reassure investors about the 
fi n ancial strength of his empire. 

Softbank's shares fell 12 per 
cent to Y3200 ($24). barely above 
their all-time low and more than 
75 per cent below their peak last 
year. Analysts believe the Y3.000 
level is critical for the company. 

Mr Son’s private company. 
MAC. which owns 43 per cent of 
Softbank, has borrowed heavily 
to buy some of Softbank’s loss- 
making businesses. It used its 
Softbank stake as collateral, but 
at these levels the value erf the 
shares is below that of the out- 
standing loans. 

The tell in Softbank’s shares 
has been precipitated by con- 
cerns about the underlying 
growth of its businesses, which 
include software distribution, 
magazine publishing, exhibitions 
and internet services. 

Their poor performance has 
raised doubts about the compa- 
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ny*s ability to finance some 
Y583bn of longterm debts. The 
group’s complicated structure 
and its lack of transparency, 
have added to investor worries. 
The danger is that MAC would be 
forced to sell its shares, driving 
down further Softbank’s price., 
Earlier this week, Mr Son 
revealed MAC had raised $100m 
by selling some businesses to 
Ziff-Davis, a Softbank subsidiary. 
In March MAC had debts of 
Y354bn. 

Heat turns up. Page 16 
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Businessmen watch shares faD in Tokyo as Japan’s Nikkei index tumbled 2.73 per cent. The government 
is to unveil an economic package but it is already being dismissed as inadequate. Report Page 14 nun 


Burma’s presence 
threatens to wreck 
EU-Asean meeting 


By Ted Bardacte in Bangkok 

A tow ova- Burma between the 
Eu ropean Union *nH the Associa- 
tion of Southeast Asian Nations 
(Asean) is threa tening to force 
cancellation of their annnal 
meeting next week, patting far- 
ther co-operation between the 
region and Europe in jeopardy. 

The regional group wants - 
Burma, which was nrfmKtori to 
Asean in July over international 
protest, to attend the Asean-EU 
Joint Co-operation Conference as 
an observer. 

The ED, however, has a ban on 
contact with senior Burmese offi- 
cials as part of a package of 
sanctions aimed at penalising its 
authoritarian military regime 
for human rights abuses and 
lack of political reform. 

Hie joint conference is an 
annual meeting of senior ofH- 
eiais where possible co-operation 
is discussed, on programmes such 


as intellectual property rights 
protection, environmental pro- 
tection and education exchanges. 

Cancellation of the meeting, 
scheduled to begin in Bangkok 
on Monday, would threaten the 
fntnre of these prog rammes . 

In addition - If the EU delega- 
tion refnses to attend the 
co-operation conference - some 
Asean officials have been talking 
about reducing the ED'S partici- 
pation in the Asean Regional 
Forma, south-east Asia’s only 
formal arena for discussion of 
security issues. 

The EU had warned Asean 1 
before it admitted Burma that 
membership for the military | 
regime would complicate rela- 
tions between the two sides. 

Its proposal that Burma be 
allowed to attend the meeting 

Continued on Page 14 
IMF chief says Jakarta 
set for reforms. Page 6 


US gas 
emissions 
to overshoot 
forecast 

By hBchotas Timmins 
in Washington 

Carbon gas emisslnns in the US 
are expected to be 5 percentage 
points higher in 2010 than fore- 
cast only last year, its Depart- 
ment of Energy reported yester- 
day. 

The revision of the forecasts 
will add to tensions at next 
month’s conference in Kyoto, 
Japan, where the United Nations 
will attempt to produce an agree- 
ment on tackling climate change. 

There Is already conflict 
between Europe and the US over 
President Bill Clinton's proposal 
that industrialised countries 
should only have to get their car- 
bon dioxide and “greenhouse’’ 
gas emissions back to 1990 levels 
sometime between 2008 and 2012. 

Europe is proposing a 15 per 

Continued on Page 14 
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Credit Suisse First Boston 
would like to thank the 
370 delegates who contributed 
to the success of the 
1997 Credit Forum in Venice. 

We wish you a prosperous year 
ahead and look forward to 
seeing you at next year’s forum. 
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NEWS: EUROPE 


Leading stocks index falls 9.2% as investors reduce exposure to emerging markets 

Russian assets take fresh battering 


By John Thornhill In Moscow 
and Edward Luce In London 

Russian financial assets took 
another battering yesterday as 
investors continued to reduce 
their exposure to emerging mar- 
kets. 

The RTS 24 index of leading 
stocks fell 9J2 per cent to 350.01 
while trading in znany second-tier 
stocks dried up completely. 

The .Russian market has 
dropped 40 per cent since its peak 


in August, although it is still 
more than 100 per cent higher 
than at the beginning of the year. 

Russian debt aga i n fared worse 
than other emerging market 
bonds yesterday as investors 
dropped the most liquid Russian 
instruments. 

Russia's benchmark 10-year dol- 
lar bond, issued in June at a 
spread of 3.75 percentage points 
over US Treasury bonds, widened 
by 90 basis points to a spread of 
about seven percentage points at 


one stage yesterday. 

Likewise, the price of Vneshe- 
konombank loans - the country's 
most widely traded debt - 
dropped by around 10 per cent to 
52 per cent of its face value in 
heavy selling. 

“Investors are very nervous 
about Russia, especially after It 
decided to raise interest rates and 
widen the rouble corridor," said 
Nicholas Cour n oyer, managing 
director of Montpelier Asset Man- 
agement in London. 


The turbulence in the country’s 
finan cial markets has prompted 
several companies to postpone 
planned debt issues. This week. 
Gazprom, the gfarrt gas monopoly, 
delayed a forthcoming $lbn con- 
vertible bond until the first quar- 
ter of 1998. 

“Market conditions after the 
Hong Kong meltdown have 
become very unpleasant for all 
issuers,” said Leonid Grlaznov. 
director-general of Gorizont, Gaz- 
prom's fimmcral adViSetS. 


“A lot of sober-minded Russian 
companies are postponing their 
issues because they would rather 
establish a benchmark in the mar- 
ket than just borrow at any' 
price." 

A finance ministry official said 
market conditions were so unfa- 
vourable that the government 
could no longer count on raising 
$3.4hn in the eurobond market, as 
pencilled into its budget for next 
year. The ministry would now 
investigate alternative means of 


issuing debt, he said. rrtmrtaA 

Some fund managers suggested 
tTiat the bottom of the market 
must now be in sight, following 
the brutal sell-oft . 

Fredrik Lekman, chief invest- 
ment officer of Renaissance Capi- 
tal Asset Management, a Moscow- 
based investment group, said: It 
is very seldom that you see stock 
market drops of more than 40-50 
per cent before you bit the bot- 
tom. There is not much room left 
on the downside”. 


Santer calls 
for jobs 
‘guidelines’ 


By Nea Buckley m Brussels 

Jacques Santer, European 
Commission president, yes- 
terday called for an end to 
what he called “misunder- 
standings" over the aims of 
□ext week's special EU sum- 
mit on employment But he 
insisted the meeting should 
set “precise and quantifiable 
guidelines” on job creation. 

Mr Santer said Brussels 
had never intended to set 
specific targets for employ- 
ment rates, or the creation 
of a set number of jobs in 
each EU member state. Sev- 
eral EU states have voiced 
opposition to such plans, but 
Mr Santer claimed that Brus- 
sels' ideas had been “misin- 
terpreted". 

He added EU states would 
not be asked to take addi- 
tional measures in areas 
where they were already per- 
forming welL Germany, for 
example, would not be 
forced to make bigger efforts 
on training, or thp UK on 
reducing labour costs. 

Mr Santer said the summit 
could, however, agree on a 
set of policies and guidelines 
which have been shown to 
promote job creation. Mem- 
ber states would then be 
required to draw up an 
annual programme showing 
how they would adapt and 
implement those policies. 

Each state's plan would 
thgn be scrutinised by the 
European Commission and 
EU ministers. There would 
be no sanctions against 
countries which did not ful- 
fil their plans. But Mr Santer 
said it was important to 
have "multilateral surveil- 
lance” of the programmes. 
“We need a *peer review* to 


ensure that we can guaran- 
tee convergence in our mea- 
sures for tackling employ- 
ment,” he said. But he added 
that it was Important not to 
provoke overly-ambitious 
expectations for the summit 
“We must get the message 
across that we are not 
expecting that millions of 
jobs will be created as a 
result of this meeting,” the 


Member states should be 
allowed to cut the VAT 
charged on local 
labour-intensive services, 
such as hairdressing, bicycle 
repairs and house 
renovations, as a means of 
promoting employment, the 
European Commission said 
yesterday, writes Emma 
Tucker in Brussels. 

The idea was put forward 
by Mario Monti, 
commissioner responsible 
for indirect taxation, ahead 
of next week's meeting of 
heads of EU government 
Hie proposed law would 
have to be approved 
unanimously by member 
states. 


Commission president said. 

Mr Santer was speaking 
after the 20 European Com- 
missioners adopted a 14-page 
“framework of reference" on 
employment policies to be 
presented to the jobs summit 
on November 2L It includes 
proposals aimed at struc- 
tural reforms of the labour 
market, such as redirecting 
state aid payments. 

Unions and employers will 
discuss plans for t h e summit 
at a special conference today 
before EU finance and 
employment ministers hold 
final discussions on Monday. 



Two judges accompanied by 20 police Led a search of Credit Lyonnais in Paris yesterday morning and were stfil examining documents late last night 

Probe team raid Credit Lyonnais 


By Andrew Jack in Paris 

The two French judges 
heading Investigations into 
allegations erf corruption at 
Credit Lyonnais yesterday 
carried out a search at the 
bank's Paris headquarters. 

Eva Joly and Jean-Pierre 
Zanoto, accompanied by 
nearly 20 police and assis- 
tants, arrived early in the 
morning and were still 
examining documents well 
into the evening, in the first 
raid they have carried out on 
the parent company. 

The action came on the 
day that Ms Joly spoke out 


in a rare interview to 
demand more funding for 
her inquiries, and revealed 
that ahe had requested 
FFrlm-3m ($l75m-$525m) 
from the Justice ministry to 
finance work into the Credit 
Lyonnais affair and another 
case at Elf, the petroleum 
group. 

Speaking in La Tribune, a 
daily business paper, she 
said she was "over-bur- 
dened” with cases, that her 
“cupboard” of a bureau was 
saturated with documents 
and she had only one assis- 
tant and no secretary. She 
said cases were unlikely to 


come to court until 2000. 
There is growing debate in 
France over whether the lim- 
ited resources and judges 
allocated to investigate 
financial and corporate 
crime is sufficient. Ms Joly 
said she had received no 
response to her request for 
mare funding. 

However, Elisabeth Gui- 
gou. the justice minister, 
said yesterday that she 
would not make decisions on 
spending “by looking at the 
media” and arguing that 
there were other demands 
for funding from those who 
did not have the power to 


attract journalists* attention. 

She indicated that she was 
willing to “make a special 
effort, with certain complex 
cases". The new Socialist 
government has. increased 
spending allocations in the 
justice ministry for 1998. 

Ms Joly and her fellow 
judge, Mr Zanoto, are under- 
taking mare t h en 40 separate 
inquiries at subsidiaries of 
Credit Lyonnais alone, nota- 
bly its Altus Finances, IBSA 
and SDBO businesses. 
Numerous former executives 
have been placed under for- 
mal investigation. Estimates 
of the sums of money 


involved range from several 
hundred million francs to 
FEWbn. 

Credit Lyonnais stressed 
yesterday that it fully sup- 
ported the investigations. 

It said the judges’ visit 
yesterday was routine and 
pqs designed to complete 
and confirm information 
gathered elsewhere. The 
majority of documents relat- 
ing to the scandals of the 
past are held by GDR, the 
state-supervised entity set 
up to sell off FFr200hn in 
credit Lyonnais' rotten 
assets. 

Editorial Comment, Page 13 
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Simitis forced to do U-tum on incomes 


U ntil recently, Costas Simi- 
tis. Greece's prime minis- 
ter, espoused a policy of 
generous wage increases for public 
sector workers, the main backers 
of the governing Panhellenic 
Socialist Movement But a crisis on 
local bond and foreign exchange 
markets has forced him to 
abandon it 

Moreover, the cabinet's approval 
yesterday of an effective freeze on 
public sector wages in the 1998 
budget indicates that Greece is 
stepping up efforts to join the 
European stogie currency, though 
it will not be among the launch 
group of countries. 

The next few years are unlikely 
to be plain sailing for the country’s 
economy. The upheaval to the mar- 
kets has revealed the weaknesses 
of the Socialists' policy, making 
the Greek currency vulnerable to 
attack imiggR Mr Simitis embarks 
on deeper structural reforms. 


Greece is the only member of the 
European Union unable to meet 
any of the criteria for participating 
in the euro. But the Socialists 
claim the Maastricht benchmarks 
- a 2.5 per cent Inflation rate and a 
budget deficit below 3 per cent of 
gross domestic product - will be 
achieved by the end of 1998. 

Any such achievement would at 
least be partly due to the virtual 
wage freeze proposed for the com- 
ing year. 

The budget assumes a 2.5 per 
cent wage increase for civil ser- 
vants, teachers, doctors at state 
hospitals and local government 
employees. This compares with 
nnminni increases t-hiR year of 13 
per cent, well above the 5.7 per 
cent average inflation rate. 

The budget is based on expecta- 
tions that economic growth will 
accelerate next year from 3J5 per 
cent to 3.7 per cent, fuelled by 
higher EU transfers for moderni- 


sing Infrastructure and increased 
private investment The deficit is 
projected to shrink from 4.4 per 
cent to 2.4 per cent of gross domes- 
tic product, thanks to new taxes 
aimed at companies and wealthy 
Greeks. 

Government officials had hastily 
revised the budget to reflect a 
sharp rise in interest rates earlier 
tHia month. 

T he drachma came under 
speculative attack last week 
after the turmoil in Asian 
capital markets, which triggered 
massive sales of Greek bonds by 
institutional investors. 

“The message to the markets is 
tha t we will defend the drachma by 
keeping real Interest rates at 
higher levels,” said Yannis Stour- 
naras, chairman of the govern- 
ment’s council of economic advis- 
ers. He dismissed the political cost 
to the- Socialists of the shift in 


incomes policy, on the grounds 
that real wage Increases had aver- 
aged 16 per cent in 1996 and 1997. 

Savings from the reduction in 
wage increases axe intended to off- 
set the higher cost of financing the 
budget deficit next year. 

The government relies heavily 
on the central bank’s “hard” 
drachma policy, which pegs the 
currency to the Ecu, to bringdown 
inflation. 

Consumer price inflation, at 4,7 
per cent in October, is at the low- 
est level for almost 80 years despite 
the inflationary Impact of high 
wage increases. 

The Bank of Greece underlined 
its commitment to a stable drach- 
ma-Ecu exchange rate by raising 
overnight borrowing rates for 
banks to 150 per cent at the height 
of the crisis. 

The overnight rates have since 
fallen below 40 per cent, but the 
surge to interbank interest rates 


will force Greek banks to hike 
lending rates for working capital in 
the next few days. Loukas Papade- 
mos, the central b ank governor, 
said the hank spent $25bn to main- 
tain exchange rate stability in the 
past three weeks, but that foreign 
exchange inflows of $lJ5bn in the 
past few days indicated “the situa- 
tion is now calm". 

In an attempt to defuse specula- 
tion that Greece will be forced to 
devalue to the run-up to Joining 
the euro, the government says it 
win try to make sure that Greece 
stays out of the ED'S exchange rate 

morhanfam. 

According to Greek officials a 
move to a fixed exchange rate in 
the ERM could encourage a sus- 
tained bout of speculation against 
the drachma which would be much 
more difficult to fight off. 

Editorial Comment, Page 13 


Kerin Hope 


Yeltsin 
budget 
may be 
agreed 

today 

By chryotfe Freeland 
in Moscow 

Russian government offldals 
and parliamentary leaders 
yesterday predicted a com- 
promise 1998 budget would 
be approved in its first read- 
ing by the legislature today, 
even as eleventh-hour horse 
trading continued. 

But the vote could be over- 
shadowed by a fresh out- 
burst of fighting between 
rival Kremlin clans. A sign 
of renewed hostility came 
yesterday when an influen- 
tial journalist launched an 
attack on Anatoly Chubais, 
first deputy prime minister. 

By contrast, the parlia- 
mentary budget wars appear 
to be over. On Monday, the 
parliamentary commission 
on the budget recommended 
that the Duma, the lower 
house of parliament, back 
the plan. Yesterday, govern- 
ment supporters appeared 
confident deputies would 
vote to line with that recom- 
mendation. 

Alexander Shokhln, leader 
of the pro-government fac- 
tion In the Duma, predicted 
MPs would back the budget. 
“The parliament has no 
other option." he said. Mr 
Chubais was equally upbeat, 
expressing the hope that the 
budget might be passed 
before the end of the year, a 
maj or logistical achievement 
for Russia. 

Communists, who domi- 
nate the Duma, were more 
ambivalent. The Commu- 
nists won a unanimous vote 
insisting the government 
offer a written guarantee 
that it would keep promises 
made last month. These 
p romis es were part of a com- 
promise brokered by Presi- 
dent Boris Yeltsin after 
opposition to the budget 
threatened to provoke a vote 
of no-confidence to the cabi- 
net. 

Mr Yeltsin produced a 
package of political pledges 
and a new budget draft with 
planned revenues increased 
to Rbs367.500bn ($62 bn) from 
Rbs340,000bn, planned 
spending increased to 
Rbs499,9Q0bn from 
Rbs4?2,000bn. 

The budget vote coincides 
with renewed jousting 
among Russia's powerful 
political and economic fac- 
tions. The new attack on Mr 
Chubais, influential in the 
sacking last week of the 
media and financial magnate 
Boris Berezovsky as deputy 
head of the security council, 
was led by Alexander 
Minkin. Russia’s leading 
investigative Journalist. 

Mr Minkin yesterday 
claimed that Mr Chubais and 
six other young government 
reformers had received 
$450,000 for a book on priva- 
tisation. Mr Chubais yester- 
day admitted he and his six 
co-authors would each be 
paid a $90,000 fee for the 
book. However, he said the 
authors would all donate 95 
per cent of their earnings to 
the “Fund for the Support of 
Private Property", a pro-re- 
form organisation founded 
and staffed by Mr Chubais 
and his aiiiw> 

A senior Russian banker 
predicted that the attack on 
Mr Chubais would intensify 
over the weekend and ana- 
lysts said the minister’s post 
might be at risk. “Clearly 
there is a danger," Anders 
Aslund, an economist at the 
Carnegie Endowment, said. 
“After a victory you are 
always more vulnerable; 
that is the Yeltsin style." 
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Call to build state that would be accepted into Nato and EU 


US presses Croatia on rights 


By Guy Dtamore 
in Erdut, Croatia 

The US yesterday urged 
Croatia to respect the 
h uman rights of Its ethnic 
Seri) minority and build a 
pluralistic state that would 
be accepted into Nato and 
the European Union. 

Peter Galbraith, US 
ambassador to Zagreb, said 
“successful candidates for 
membership” would be soci- 
eties “where ethnic diversity 
is seen as a source of 
strength, where men and 
women are judged by what 
they do and not their ethnic 
background, and where jus- 
tice prevails over revenge”. 

Franjo TudJman, the Cro- 
atian president, has been 
under considerable pressure 
from the International com- 
munity over the treatment 
of ethnic Serbs and his com- 
pliance with the Dayton 
agreement that ended 


Bosnia's civil war. 

Mr Galbraith was speaking 
in the border village of 
Erdut where two years ago 
Croatian and Serb officials 
signed a peace agreement 
ending the 1991-95 war and 
setting up UN transitional 
administration in Croatia's 
region of Eastern Slavonia. 

The 5, 000-strong UN mis- 
sion is winding down ahead 
of the official handover of 
Eastern Slavonia and its pre- 
dominantly ethnic Serb pop- 
ulation to foil Croatian con- 
trol cm January 15, 1998. 

Several thousand of an 
estimated 100,000 Serbs pop- 
ulation in Eastern Slavonia 
have left for neighbouring 
Serbia rather than live 
under Croatian control. But 
the exodus many feared has 
not materialised. . 

The process of peacefully 
reintegrating the region with 
the rest of Croatia has 
achieved notable successes: 


local councils have been 
elected and installed, the 
Croatian currency is in use, 
and a joint Croat-Serb police 
force has been set up. 

Yesterday, crowds of 
elderly Serbs queued outside 
a Croatian bank to receive 
state pensions paid by 
Zagreb. 

But ethnic tensions 
erupted into the open this 
month when the Croatian 
education ministry intro- 
duced textbooks on history 
and literature that portrayed 
Serbs as occupiers and kill- 
ers. Serb families pulled 
their children out of classes 
and in some areas have 
demanded separate schools. 

“How can I send my son to 
a school that teaches him his 
father is a murderer?" said 
one journalist who plans to 
emigrate to the west. 

Western officials con- 
demned the hooks and said 
there had been an agre em ent 


that history should not be 
taught beyond 1989, when 
former Yugoslavia took the 
path of disintegration. 

One textbook showed on 
its front cover a picture of 
the Croatian flag flying over 
a castle in Knin where Serb 
nationalists opposed to Cro- 
atian independence launched 
their rebellion. 

Their revolt was crushed 
in 1995 with a big Croatian 
offensive that stopped just 
short of the border with 
Serbia after intense western 
intervention. 

Eastern Slavonia's 
Baroque town of Vukovar 
was bombarded by the Serb- 
controlled Yugoslav national 
army in 1991. The town's 
Croat population was 
expelled and more than ioo 
prisoners massacred. Offi- 
cials blamed several recent 
explosions in the town on 
Serbs, but said there were no 
casualties. 


it 
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MPs challenge Jospin’s defence cuts 

French Communists 
threaten jobs revolt 


By Robot Graham 
In Paris 

The decision by the 
government of Lionel Jospin 
to cut defence spending was 
yesterday challenged by its 
Communist allies, who fear 
up to 20,000 jobs are at risk 

The 36 Communist depu- 
ties in the National Assem- 
bly announced that they 
would vote against the pro- 
posals. "There is talk of 
15.000 to 20.000 jobs under 
threat and that is unaccept- 
able,” said Alain Bocquet, 
the leader of the parliamen- 
tary group. 

This disagreement an ear- 
lier policy difference over 
cuts in the social security 
budget 

The government is under 
strong pressure to come up 
with state-funded conversion 
schemes to ensure that job 
losses are offset by new 
opportunities. The govern- 
ment also hopes some of the 
problems can be mitigated 
by a more determined effort 
to use the military budget, 
which traditionally has been 
under-spent. 


Defence is one of the main 
areas where the government 
Is proposing to wield the axe 
as part of its efforts to hold 
the deficit down to 3 per cent 
of GDP, the. level laid down 
in the Maastricht treaty's 
criteria for European eco- 
nomic and monetary union. 

Next year’s total defence 
spending is projected at 
FFrJ38bn ($4L5bn) - down 2 
per cent on the previous 
year against a general state 
budget increase of 1.4 per 
cent in line with inflation. 
With this, equipment and 
capital spending will be 
dawn 8.7 per cent, impacting 
directly on the 134,000 
employed in France's 
defence industries. 

The most immediate 
threat hang s over the 2DJiOO 
In the naval dockyards, espe- 
cially at Brest. Ever since 
the cuts were announced in 
the 1998 budget, there have 
been sporadic protest dem- 
onstrations by dockyard 
workers. At one stage the 
Socialist party considered 
moving the site of its 
November 22 congress from 
Brest to avoid disruption 


from protest ers- 

Equally serious is the 
plight of Giat. the state- 
owned group which manu- 
factures tanks, armoured 
cars, artillery, light weapons 
and munitions. Giat has 
been in chronic loss and in 
September the government 
was obliged to inject 
FFrs.Tbn In new capital; fur- 
ther support is likely. 

Originally it seemed Giat’s 
12.150-strong workforce 
would drop below 0500 by 
the end of next year but 
unions now fear that four of 
the group’s 14 plants risk 
closure and with early retire- 
ment schemes employment 
could fall to 7,000. Other job 
losses will flow from 
France’s reduced spending 
cm the nuclear deterrent. 

"TO give an idea of how 
the situation has changed, 
five or six years ago one 
talked of a target of 1,400 
tanks, today it is 300.” 
observed Jean-Michel Bouch- 
eron. a Socialist deputy and 
former head of the defence 
commission. "This is a bud- 
get which feces the truth," 
he added. 


A more sustainable commissioner 


Leyla Boulton on the progress 
of EU’s environment guardian 



fijerregaard: ‘Why shouldn’t we be hostile to the US? 1 


S etting the most ambi- 
tious goals you can 
think of and blaming 
others for weak ening them 
appears to be the preferred 
strategy of Rttt Bjerregaard, 
the European Onion’s envi- 
ronment commissi oner. 

This is the case whether 
the former schoolmistress is 
lecturing the US and Japan 
on climate change or push- 
ing EU ministers to agree a 
new law on garbage dumps. 
"It’s quite clear with a lot of 
proposals. I’m trying to be as 
ambitious as possible then 
afterwards you have to make 
compromises,'’ she says. 

This certainly applies, she 
admits, to the EU’s call for 
the industrialised world to 
endorse its proposal for a 15 
per cent cut in greenhouse 
gas emissions by 2010 from 
1990 levels. "Why shouldn’t 
we be hostile to the US posi- 
tion [which is to stabilise 
emissions at 1990 levels]?" 
she asks. "The more ambi- 
tious a level we start negoti- 
ations on the better the ffaal 
result will be.” 

For tactical purposes, how- 
ever, she will not say 
whether she thinks the EU 
should press ahead with its 
target unilaterally if, as 
expected. non-EU govern- 


ments reject it in planned 
international negotiations in 
Kyoto next month. 

She likens the give-and- 
take she has had to get used 
to in the EU with the chal- 
lenge faced by minority gov- 
ernments in her native Den- 
mark where she served as 
minister for education and 
social affairs in successive 
Social Democratic adminis- 
trations. 

The 56-year -old veteran 
politician has come a long 
way since starting her Brus- 
sels career two and a half 
years ago by shooting her- 
self In the foot Publishing 
diaries critical of many of 
her fellow commissioners 
undermined her ability to 
get anything accepted by the 
EU executive, let alone gov- 
ernments. Combining a hec- 
toring, schodl-mistressy tone 
with a frosty charm that has 
earned her the nickname 
“Ice Maiden”, she does not 
easily come over as a global 
wheeler-dealer. 

During a two-day visit to 
Britain this week her 
speeches to the Confedera- 
tion of British Industry and 
a London conference on eco- 
labelling were short on 
humour and long on words 
such as “must” "I expect" 


and "task”. 

But over the past year, 
aided by a strengthened cabi- 
net, she has secured Com- 
mission approval to submit 
hefty legislative proposals to 
governments, ranging from a 
car recycling directive to 
three measures to fight air 
pollution. 

Ms Bjerregaard expects 
governments next month to 
approve a costly new drink- 
ing-water directive, which 
revises an earlier law. 

For next year, she has 
three priorities: 


• "Greening" the Common 
Agricultural Policy under 
the Commission's wide-rang- 
ing Agenda 2000 reforms. 
She expects rapid progress 
next year under the British 
presidency in moving away 
from subsidies for wasteful 
and environmentally damag- 
ing food production. 

• Helping Eastern Euro- 
pean applicants to meet EU 
environmental standards. 
The total cost of compliance 
with such legislation for all 
10 centra] and east European 
nations which eventually 


hope to join is estimated at 
Ecul20bn (S138bn) 

• Better enforcement of the 
enormous but often flouted 
body of existing EU legisla- 
tion. The Co mmiss ion earlier 
this year for the first time 
used powers granted to it by 
the Maastricht treaty to ask 
the European Court of Jus- 
tice to fine member states 
which defy its rulings. Last 
month, it also announced 
the start of legal action 
against 13 of the 15 member 
states for violating legisla- 
tion on nitrates pollution in 
water, nature protection, 
and waste disposal. 

Some ask why the Com- 
mission did not start dealing 
earlier with violations that 
are. in some cases, almost 10 
years old. France, for 
instance, continues to fiout a 
1983 directive requiring it to 
curb bird-hunting. 

In keeping with the pres- 
ent Commission line that 
"less is better". Ms Bjerre- 
gaard claims to be reluctant 
to promote more legislation 
than the governments and a 
now more powerful Euro- 
pean parliament can digest 
She has little choice. 

Governments are less keen 
on new environmental poli- 
cy-making while the parlia- 
ment. which tends to 
embrace more radical posi- 
tions than governments, 
wants more. 

Climate strategy. UK News 


NEWS DIGEST 

Brussels acts 
again on BSE 

The European Commission is stepping up legal action 
; against Britain, France and Spain oyer their handling of 
the BSE crisis. 

Franz Fischler, the agriculture commissioner, said that 
in spite of an earlier warning from the Commissiaai, the 
UK had failed to maintain sufficient control over meat in 
slaughterhouses to ensure that it did not end up being 
exported illegally in defiance of the ban imposed by the 
EU on British meat exprate. 

France is being taken to task for felling to implement 
an EU law on the treatment of animal material most 
likely to carry the BSE infection. Spain simply failed to 
react to an initial complaint from Brussels about its 
treatment and processing of beef. 

The Commission has accepted explanations from a 
further six member states that their standards in meat 
plants have improved, although it has issued a new 
warning letter to Portugal. Emma Tucker, Brussels 

M SWEDEN AND EMU 


PM lets business lead the way 

Swedish industry is preparing for European economic and 
monetary union although the government does not intend 
to take the country into the first wave of membership 
despite meeting the Maastricht treaty’s convergence 
terms. 

This was made dear yesterday by Qfiran Persson, the 
prime minister, who told a meeting of the Swedish 
Chamber of Commerce in London that his government 
would eventually have to win the support of the people 
before joining the Emu and it had to decide whether to do 
this through a referendum or a general election. 

The next election is due in September 1998 but this is 
seen as too early to raise the Emu issue. But it would be a 
further four years to September 2002 before the Swedish 
people are scheduled to go to the polls again. 

Swedish companies led the way for the country's 
application to join the European Community and the 
ruling Social Democrats, who are divided over Emu. are 
apparently ready to wait to see the business community 
performing a similar role again. .Robert Taylor, London 

■ CYPRUS TALKS 


‘Turkey is European’ 

Richard Holbrooke, US special emissary for Cyprus, 
yesterday urged the European Union to adopt a more 
positive approach towards Turkey. 

Speaking after he -met Turkish officials in Ankara as 
part of his latest round of talks over the future of Cyprus, 
he said: "I reiterated our strong view that Turkey is a 
member of the European house and therefore should be a 
member or European institutions.” 

EU foreign ministers this week reluctantly agreed in 
principle to include Turkey in a European conference 
bringing together countries aspiring to EU membership 
but said Turkish accession remains a very distant 
prospect. John Barham, Ankara 

■ DIGITAL TV 

Germans submit plan to EU 

Deutsche Telekom, the German telecoms group, 
announced yesterday that it had submitted to Brussels 
proposals for developing digital television in the country 
in conjunction with other media groups. 

The move followed warnings by Karel Van Mist, the 
European Union's competition commissioner, that the 
companies risked fines if they tried to launch digital 
television without first notifying the commission. Under 
consideration is the Joint ownership by Deutsche 
Telekom. Kirch -Gruppe and CLT/Ufa of a technical 
development company. Ralph Atkins, Bonn 

■ ECONOMIC WATCH 

French inflation down 

French Inflation fell in October to an annualised 1 per 
cent from 1.3 per cent the previous month, according to 
provisional Figures unveiled yesterday by Insee, the 
official statistics agency. 

On a monthly basis consumer prices registered negative 
growth of minus 0.1 per cent in October. The drop came in 
a month when the Bank of France chose to raise its 
intervention rate by 20 basis points to 3.30 per cent in line 
with the Gorman Bundesbank. Yesterday's figures 
underlined how the central bank had acted In the context 
of tin* future Euro rather than to anticipate inflation. 

The fall was attributed to cuts last month in 
inter-urban and international telephone calls. .The public 
services item in the index declined minus 2£ per cent 
In contrast the strongest push on prices came from 
fresh foodstuffs, which rose 1.3 per cent last month and 
were running at 9.2 per cent yearon-year. With economic 
growth still export-led, upward pr ess ure on prices is not 
expected until next year with inflation officially targeted 
at 1.4 per cent Robert Graham. Paris 




{ 


No blur. No distortion. No reflections. 
Just flat perfection. 

Most computer users have learned to accept some 
distortion and reflections in their picture. Technical 
barriers prevented the creation of a truly flat screen. 

But now there's no reason to compromise. 

Panasonic's innovations (ike the DQ-DAF* 

Electron Gun. Thin Fine Pitch Stretch Mask, and 
New Magnetic Field Detection Yoke achieve both a 
flat screen face and high resolution. Together with 
an antiglare coating, these technological 
developments deliver unparalleled precision and 
beauty. Discover the truth. Get face-to-face with a 
Panasonic Pure Flat monitor. 

Panasonic 



-N 

Pure Flat Display 


Panafiai " PF70 





FINANCIAL TIMES 


THURSDAY NOVEMBER- 1 3 


NEWS: INTERNATIONAL 


UN to step up sanctions against Iraq 


By Laura SBmt and Micha el 
LrtHojohns In New York 


The United Nations Security 
Council last night agreed on 
a resolution to step up 
sanctions against Iraq. 

The move came after 
Mohamed Al-Sahaf, Iraqi for- 
eign minis ter, reiterated 
Baghdad's determination to 
expel US arms inspectors 
and shoot down an Ameri- 
can-manned U-2 spy plane. 

Bill Richardson. US 
ambassador to the UN, 


exulted: ‘The old coalition is 
back," and rejected as “rub- 
bish” Iraqi charges that 
Washington had exerted 
pressure to sway council 
members reluctant to impose 
further sanctions, including 
a travel ban. 

“What is going to be seen 
today in the UN Security 
Co uncil is a unanim ous vote 

- hopefully, near unanimous 

- that sounds an unmistak- 
able message to the Iraqis 
that they cannot continue 
violating international law,” 


he said before the vote. 

British ftfflHala railed tho 
resolution a “swift, credible, 
united response. Far from 
bowing to Saddam’s 
demands, we have tightened 
sanctions.” 

The proposed resolution 
leaves open the option of 
"further measures" which 
could include military 
action. But the US and 
Britain had hoped for stron- 
ger language. 

Mr Richardson said: 
There is unity in a very 


strong sense that the inter- 
national community Is not 
going to tolerate continued 
actions by the Iraqis.” 

The travel ban, which last 
month was blocked by the 
other three permanent coun- 
cil members, France, China 
and Russia, targets all Iraqi 
civilian and military officials 
responsible for blocking UN 
inspections. They insisted 
the resolution provide for its 
lifting one day alter the UN 
gains full access to Iraqi 
weapons sites. 


The resolution condemns 
Iraqi violations of UN resolu- 
tions, demands Iraq “rescind 
immediately” the decision to 
expel American arms inspec- 
tors among a 40-strong mnJ- 

ftrtfl gfOQp, 

The resolution also 
charges the Iraqi govern- 
ment with ensuring “the 
safety and security of the 
personnel and equipment” of 
the UN commission, whose 
job it is to ensure the dis- 
mantling of Iraq’s weapons 
of mass destruction and 


their production facilities. . 

• A SLMbn legal action 
between Kuwaiti Airways 
and Iraqi Airways over air- 
craft seized by Iraqi forces 
during the Gulf war began in 
confusion yesterday in Lon- 
don's High Court, John 
Mason 

Lawyers for Iraqi Airways 
announced they were with- 
drawing from the case, leav- 
ing the airline unrepre- 
sented. No reason for the 
breach between the airline 
and its lawyers was given. 


Casablanca suitors reach parting moment 


US attempts to forge Arab-Israeli economic 
ties have become a fiasco, writes David Gardner 


T he series of annual 
summits on the Mid- 
dle East and North 
Africa (Mena), sponsored by 
the US to foster cross-border 
business links between 
Arabs and Israelis and place 
economic foundations under 
the regional peace process, is 
fost running into the sand. 

Washington's three Tnain 
Arab allies - Egypt, Saudi 
Arabia, and Morocco - have 
decided to boycott next 
week's fourth such gather- 
ing in Qatar, in protest at 
Israel’s failure to honour its 
commitments to the Pales- 
tinians under ttn» Oslo peace 
accords. 

The full extent of the boy- 
cott win become clear by the 
weekend, when there will be 
two large delegations of 
American and Israeli offi- 
cials and businessmen in 
Doha, the Qatari capital, 
with hardly any Arabs to 
talk to. 

So far only Jordan is send- 
ing a delegation of any sub- 
stance. with Kuwait, Oman 
and Yemen attending at a 
lower level For Washington, 
which recently despatched 
Martin Indyk, its new assis- 
tant secretary of state for 
Middle East and Near East 
affairs to the region to arm- 
twist Arab leaders into 
showing up, this is little 
short of a fiasco. 

Morocco hosted the first 
summit in Casahlanrai four 
years ago, amid euphoria at 
the 1993 Oslo breakthrough 
and the Israeli peace treaty 
with Jordan in 1994, 


A second summit in 
Amman In 1995 posited a 
new Middle East of economic 
integra tion, joint institutions 
and shared infrastructure. 

By last year in Cairo, how- 
ever, Benjamin Netanyahu 
had come to power in Israel 
pledging to keep most of the 
conquered Arab land his pre- 
decessors were preparing to 
give back under the US 
underwritten Tand-for- 
peace” formula driving Mid- 
dle East peace-making. 

Egypt went ahead anyway, 
even though in June it had 
hosted the first Arab summit 
since the 1990-91 Gulf crisis, 
ahnpri at warning Mr Netan- 
yahu that further “normali- 
sation” of links with Israel 
depended on his acceptance 
of land-for-peace. But the 
Egyptian government down- 
graded the event from sum- 
mit to conference, and 
turned it into a discussion 
on how to integrate the Arab 
economies. 

The Doha meeting is 
unlikely to do much more 
than highlight how badly 
the peace process has 
soured, and how angry even 
pro-American Arab leaders 
are that Washington has not 
done more to hold Israel to 

itS wimmihBBnt s 

Arab states such as Syria 
had always boycotted the 
"Casablanca process”, argu- 
ing that It was premature to 
let Israel draw down a peace 
dividend before it had folly 
paid its peace dues - by 
returning all Arab land 
including Syria's Golan 


Heights. By comparison, 
Syria is happy to take part 
in the European Union's 
Euro-Med initiative along- 
side Israel, because the EU 
strategy is to accumulate 
trade agreements with states 
in the region which, while 
intended as building blocks 
for a Mediterranean free 
trade zone by around 2010, 
can meanwhile survive as 
mutually advantageous 
bilateral arrangements. 

Syria has led efforts to 
halt “normalisation” with 
Israel, but was unable to 
make much headway until 
Mr Netanyahu’s government 
in March started building 
the new Jewish settlement of 
Har Homa in occupied Arab 
east Jerusalem. 

On completion, Har Homa 
will be the last rampart in 
the wall of settlements cut- 
ting off the Arab east of the 
city - which houses the 
Dome of the Rock, one of 
Islam’s holiest shrines - 
from the Palestinian West 
Bank. 

From Riyadh to Casa- 
blanca, Arab leaders who 
either base their legi timac y 
on religion or fear the rise of 
Islamic fundamentalism, 
could not fail to react In late 
June, Crown Prince Abdul- 
lah, heir to the Saudi throne, 
said his km grinm would boy- 
cott Doha. The fate of the 
conference then depended on 
Egypt which made its atten- 
dance conditional on con- 
crete steps forward In the 
peace process. . . 

The US reconvened Israeli 


A 


and Palestinian negotiators 
In Washington last week, 
anij only just faflnd to manu- 
facture a cosmetic step for- 
ward: the go-ahead for a Pal- 
estinian airport In Gaza that 
had been agreed in 1995- 

Announcing the boycott 
on Tuesday, Hosni Mubarak, 
the Egyptian president, said: 

"all contacts, meetings, con- 
ferences. ..shuttle missions 

and afl International p fP p r tft 

have failed to achieve prog- 
ress as the Israeli govern- 
ment never keeps its prom- 
ises." 

The US has tried to cajole, 
and according to some Arab 
officials, blackmail those 
Arab states to which it pro- 
vides aid. Its arguments 
have not cut much ice. 

US officials maintain that 
eTm nm.Q tenrag tr> Hip region 
are much thp same as they 
were before the Cairo confer- 
ence; that the Arabs, not 
Israel, are tfa* main benefi - 
ciar ies of Mena; and that the 
Casablanca process is based 
cm institutions which should 
be independent of the ups 
and downs in the peace pro- 
cess. 

Arab officials regard this 
as disingenuous. Cairo 
wo uld not have tafcpn place 
in the shadow of tha Jerusa- 
lem controv e rsy; Israel is the 
main beneficiary, so far, of 
normalisation, which has 
enabled it to emerge from 
diplomatic isolation and 
enter new markets, mostly 
outside the region; and the 
Mena institutions, princi- 
pally the Middle East deveL ' 
opment bank, Rave failed to : 
get off the ground. 

AD in alL Doha is measnr- Happier times: Former Israeli prime minister Shimon Peres 
ing up as a big setback to US ' in Amman during the 1995 Middle East and North Africa 
Middle East diplomacy. economic summit ap 
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. NEWS: WORLD TRADE - u 


Financial services negotiators anxious at lack of firm market-opening proposals 


US presses Malaysia on WTO offer 


By Frances Wiffiams 
in Geneva 


US and European Union 
negotiators said yesterday 
progress had been made in 
talks on a worldwide pact to 
widen foreign access to 
financial services markets, 
but expressed concern that 
with only a month to go 
before the December 12 
deadline some key countries 
had not yet made firm 
offers. 

Jeffrey Lang, deputy US 
trade representative, told a 
meeting of negotiators In the 
World Trade Organisation 


talks that the lack of 
market-opening offers from 
these countries was “of 
concern to my government” - 

"We are closer to a deal 
but we are not there yet," 
Hans-Friedrich Beseler, the 
EU's chief negotiator, said 
yesterday. An EU statement 
said there was a need to 
ensure that promises of 
offers were fulfilled and it 
was “worrying” that a few 
countries (which include 
India) had not yet made such 
pledges. 

However, EU officials 
yesterday welcomed Japan's 
statement that Tokyo was 


willing to discuss 
"multilateralising” aspects 
of its bilateral insurance 
deal with the US, a 
longstanding demand of 
both Brussels and 
Washington. This could be 
a big element of an eventual 
agreement” an EU official 
said. 

As of yesterday, 45 
countries tnrhirHng the EU’s 
15 members had made offers 
in the current negotiations 
that began in April, the 
latest being the Philippines. 
Another eight have promised 
to do so, among them 
Malaysia, Indonesia and 


Thailand from east Asia, and 
Brazil. Colombia and Mexico 
from Latin Ameri ca. 

The stance of these 
emerging economies is 
considered crucial to the 
outcome of the talks in 
December. Washington has 
said better offers from these 
countries are e ssential for it 
to join a multilateral deal, 
after it walked away from an 
earlier Interim pact in 
1995. 

US negotiators, backed by 
the US Industry, have this 
time stressed their 
willingness to be flexible, for 
instance in staging 


liberalisation commitments 
over a number of years, and 
say they recognise the 
difficulties encountered by 
countries hit by recent 
currency turbulence. 

At the same time, 
Washington appears still to 
have much hi gher nmhftinng 
in the taiiM than most of its 
trading partners, including 
Brussels. Thus the EU has 
by and large welcomed 
Malaysia's draft offer, which 
would permit foreign 
insurers to hold a majority 
51 per cent stake in 
locally-incorporated 
companies. 


By contrast, the US has 
held up formal submission of 
the offer by pressing for full 
protection of existing 
investments which go 
beyond the 51 per cant limit 
Yassin Suboh, counsellor at 
the Malaysian mission in 
Geneva. said after 
yesterday’s meeting that 
“the rest are happy but the 
US always wants mere”. 

The Philippines offer 
grants 51 per cent foreign 
equity participation in 
hanking and insurance, up 
from 49 per cent, and fuDy 
guarantees existing foreign 

Stakes in hanking - 


Slovak steelmaker IEU tells Israelis to 


links with US Steel stop flouting rules 


By Kevin Done, 

East Europe Correspondent 


US Steel, the leading 
American steel producer, 
and VSZ of Slovakia, one of 
the largest steel makers in 
central Europe, are forming 
a joint venture to produce 
and market steel for the 
packaging industry. 

The venture will be US 
Steel’s first processing opera- 
tion outside North America 
and is expected to be one of 
the biggest inward invest- 
ments yet in Slovakia. 

VSZ is also forming a joint 
venture with RautaruukM of 
Finland, the largest steel- 
maker In the Nordic coun- 
tries, to produce profiled 
steel roofing for the con- 
struction industry. 

US Steel, a subsidiary of 
USX, and VSZ, which is Slo- 
vakia’s largest Industrial 
enterprise, have signed a 
memorandum of understand- 
ing and expect to reach a 
final agreement soon. 

The proposed 50/50 joint 
venture w31 invest in a new 
plant at VSZPs integrated 
steel complex at KoSice in 
east Slovakia to produce 

300,000 tonnes a year of tin- 
plated steel for use largely in 
cans for the food industry. 

The Investment will 


increase VSZ*s capacity for 
tinplated steel from the pres- 
ent 140,000 tonnes a year to 

340.000 tonnes. 

Both the US and Finnish 
joint ventures will play an 
important part in the Slovak 
group’s strategy of increas- 
ing its output of higher 
value-added products and 
reducing its dependence on 
the much more volatile 
markets for semi-finished 
steel. 

VSZ, one of the most 
advanced steelmakers in 
central Europe and the 
region's largest producer of 
flat rolled steel products, has 
embarked on an ambitious 
investment programme to 
increase its capacity to pro- 
duce tinplate, galvanised 
and plastic coated steel prod- 
ucts in particular for use in 
the food canning, automo- 
tive and electrical engineer- 
ing sectors. 

It said it would put its 
existing tin and related pro- 
cessing facilities into the US 
joint venture, which would 
build a new continuous 
annpallng line and electro- 
lytic tinning line, each with 
a 200,000 tonnes a year 
capacity, and would convert 
the exis ting temp er mill into 
a temper and double cold 
reduced line. 


Paul Wilhelm, US Steel 
president, said that demand 
for consumer goods was 
increasing dramatically in 
central Europe, and the joint 
venture would give the 
group access to a new cus- 
tomer base in the region 
ineinrtftig some of its exist- 
ing US customers, that were 
also Investing in east 
Europe. 

Jan Smerek, VSZ chief 
executive, said the venture 
with US Steel was part of an 
"inevitable process of joining 
with strong foreign part- 
ners” in order to increase 
the competitiveness of VSZ 
products in world markets. 

Rannila Kofiice, the Slo- 
vak/Finnish joint venture in 
which Rautaruukkl will hold 
a 51 per cent interest and 
VSZ 49 per cent, will be 
aimed in particular at the 
growing construction mar- 
kets in Slovakia and in the 
Balkans. 

The roofing materials will 
be made from galvanised 
and colour coated steel sheet 
supplied from a new produc- 
tion line that is currently 
being commissioned by VSZ, 
and the two companies said 
they wore aiming to achieve j 
an annual production of | 

50,000 tonnes "within a few | 
years". 


By Judy Dempsey 
in Jerusalem 


The European Union has 
publicly warned Israel not to 
flout the rules-oforigin con- 
ditions of their free trade 
agreement 

Under the 1995 agreement 
Israel gained preferential 
treatment and bigger quotas 
for a range of products, 
including farm products. EU 
officials say Israel has been 

flrmring thp rules of origin 
by exporting oranges, or- 
orange Juice with a high con- 
tent from Brazil, flowers 
from the Palestinian Author- 
ity and goods from the occu- 
pied West Bank or settle- 
ments, but an labelled as 
Israeli. 

"We have repeatedly asked 
Israel to tidy up its act,” said 
an EU official, adding that 
the EU had received little 
co-operation from Israeli cus- 
toms offi cials. 

Natan Sharansky, Israeli 
trade and industry minister, 
said he was “surprised" by 
the EU’s warning, which was 
published in the EU’s official 
journal 

But Israeli officials have 
been warned several times 
in recent months. In an 
uncharacteristically blunt 
letter to David Levy, the 
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Israeli foreign minister, on 
July 24, Manuel Marin, com- 
missioner for Mediterranean 
affairs, spelt out In detail 
how Israel was violating the 
trade accord. 

"We know that Palestinian 
cut flowers are being 
exported through the Israeli 
quota. Shoes produced in 
Hebron [which is 80 per cent 
under Palestinian control] 
are being defined as Israeli,” 
he wrote. 

- Mr Marin also insisted 
that Israel was exporting 
“under preferential terms 
produce originating in [Jew- 
ish] settlements In the West 
Bank and especially the 
Gaza Strip not covered by 


the protocol of origin”. He 
added Israel had inadequate 
administrative and legal 
instruments for ensuring 
exporters comply with the 
rules establishing the origin 
of products. This alleged 
fraud concerning export of 
non -Israeli oranges to the 
EU at preferential rates 
amounted to more than 
Ecu4Qm ($46m). 

Mr Levy, who replied in a 
short letter on August 31, 
dismissed some of the 
points, saying he would look 
into the matter. "Since than , 
we have received no 
redress," an EU official said. 
"We are tired of tins stone- 
walling.” 

The Israeli business com- 
munity, anxious to establish 
a foothold In European mar 
kets, yesterday reacted 
strongly to the EU's warn- 
ings. 'Dan Gillerman, head of 
Israel's Chamber of Com- 
merce, accused 'Mr Marin of 
“hypocrisy” adding any 
threats of sanctions would 
be economically damaging. 
The EU is running a $8bn 
trade surplus with Israel. 

The rules of origin issue is 
being raised during a visit to 
Israel by Jacques Poos, for- 
eign minister of Luxem- 
bourg, holder of the EU pres- 
idency. 


Day set for 
key election 


in Kenya 


By fifichael Holman 
in Nairobi 


Kenya’s ' 'most critical 
presidential and parliamen- 
tary poll since independence 
will take place on December 
29. the country’s election 
co mmissione r announced 
yesterday. 

Analysts forecast victory 
for President Daniel arap 
Moi and his Kanu party, 
given the opposition's failure 
to overcame the. ethnic divi- 
sions and personality rival- 
ries that split their vote 
three ways in the 1982 elec- 
tions. 

But tension Is expected to 
rise as campaigning gets 
under way. 

The background to the 
election is one of deepening 
economic difficulties, rising 
unemployment and com- 
plaints that the govern- 
ment's recently introduced 
political reforms have fallen 
short of what is needed to 
ensure a free and fair 
poll 

The reforms include 
greater freedom to hold 
pcQltical rallies, the recogni- 
tion of several new political 
parties and the repeal of 
some of the security laws. 
The government has also 
promised even-handed 
reporting by the broadcast 
wwvtifl , which it controls. 

Two parties which are still 
not recognised, however, are 
the Islamic Party of Kenya 
and Safina, In which Dr 
Richard Leakey plays a 
prominent part 

ffrinmh leaders and other 
critics have claimed that 
voter registration Is incom- 
plete and have called for fur- 
ther constit utional reforms. 
They want changes to the 
formula by which the win- 
ner of the presidential poll is 
calculated. 

As it is. Mr Moi needs to 
secure 25 per cent of the 
votes cast in five of Kenya's 
eight provinces or face a 
run-off. 

Although Mr Mol over- 
came this hurdle comfort- 
ably in 1992, some analysts 
suggested he Is vulnerable in 


eastern province, one of the 
five in which he secured 25 
uer cent or more, ana in 
which Charity Kaliku NSflu, 
the country’s first woman 
presidential candidate, is 
expected to feature strongly. 

But Mr Moi's strongest 
potential challenger. Ken- 
neth Matiba. leader of the 
Ford-Asili party am 5 run- 
ner-up to Mr Moi in .1992, has 
refused to register his party 
on the grounds that the pro- 
cess is unfair, raising fears 
that his supporters may try 
to disrupt campaig ning 

The country's largest eth- 
nic group, the Kikuyu, fa 
split between Mr Matiba and 
Mwai Kibaki. leader of the 
Democratic Party and a for- 
mer finance minister. Luo 
voters are expected to rally 
behind Raj la Odinga and his 
National Democratic Party. 
He is the son of the late 
Oginga Odinga. a former 
vice-president, 

Although Mr Moi’s strong- 
hold is among bis minority 
Kalenjin people, he has man- 
aged to build an effective 
alliance of other minority 
groups. A further tactic has 
been to play on the rivalries 
between Kikuyu. Luo and 
Luhya tribes since he suc- 
ceeded President Jomo Ken- 
yatta In 1978. 

The election will be closely 
watched by Kenya’s aid 
donors and lenders, includ- 
ing the International Mone- 
tary Fund and World Bank. 

In 1992. government spend- 
ing broke limits agreed with 
the fund as state funds wore 
diverted to Kanu coffers, set- 
ting back the country’s eco- 
nomic reform programme. 

Earlier this year, the gov- 
ernment's failure to tackle 
corruption led to the suspen- 
sion of a $230m IMF loan and 
a freeze in bank lending. 
This triggered! sharp fall in 
the Kenya shilling and 
forced cuts in state spend- 
ing. New taxes were intro- 
duced to make up for the 
cutbacks in aid flows. 

Violence on the Kenyan 
coast has also hit the tourist 
industry, the country's main 
foreign exchange earner. 


NEWS DIGEST 


French seal 
$710m deals 


French companies yesterday clinched FFMbn ($7l0m) of 
deals in Vietnam yesterday on the first of a five-day visit 
to Hanoi by President Jacques Chirac. The contracts 
almost double French investment in its former colony at a 
time when overall foreign investment in the communist- 
run country is falling because of concerns over the busi- 
ness environment 


Hanoi awarded France Telecom a licence for a $470m 
revenue-sharing contract with Vietnam Posts & Telecom- 
munications to Install and operate 500,000 telephone lines 
in Ho Chi Minh City. A second project worth $130m was 
signed by FCB, a unit of Five Lilies, to build a 1.4m tonne- 
a-year cement plant in central Ngfae An province. 

Lyonnaise des Eaux also signed a SllQm build-operate- 
transfer (BOD contract to supply 300,000m cubic metres 
of water a day to Ho Chi Minh City, only the second such 
BOT deal signed in Vietnam since it opened up to foreign 
investors a decade ago. 

Chirac, on an official visit ahead of the Francophonie 
summit of French-speaking nations, said he would urge 
Hanoi to cut red tape. “I will underline the importance of 
a clear and stable legal framework and simple and more 
rapid procedures,” he said. The latest deals make France 
the sixth largest investor In Vietnam, overtaking the US 
with $L58bn pledged. Jeremy Grant, Hanoi 


CASPIAN OIL EXPORTS 


US favours Turkish pipeline 


ThetlS yesterday backed a proposal for a pipeline to 
cany Caspian Sea oil to Turkey's Mediterranean port at 
Ceyhan. 

“The route from Baku to Ceyhan is a priority for the US ” 
said Frederico Pena, the US energy secretary, speaking at 
a ceremony to celebrate the first production of oil from 
the Azerbajan International Operating Company (AIOQ - 
a consortium of 12 ofl companies including British Petro- 
leum, Exxon, Dat Oil and LukolL 

..Ha jdar Aliev. Azerbaijan’s president, said that although 
the Turkish route would be the most expensive, Ceyhan 
would ultimately make good economic sense. 

Turkey has objected to allowing more tankers through 
the narrow Bosphorus, li miting options for two other 
p ipelin e routes - one through Russia and one through 
Georgia, both of which terminate at Black Sea ports. The 
^oposedpipeJine would Initially carry oil from AIOC’s 

** ^estimated reserves of 4bn 
barrels, tat cmdd also carry crude from other oil-rich. but 
land-locked Caspian sea states such as Kazakhstan. Con- 

at more than lOObn barrels. Selma Williams. Baku 


■ AWACS CONTRACT 

Boeing to upgrade system 

S2K°f }® has secured a contract worth about 
^StoL to dev elop Bnd test a mission systems upgrade for 
the North AtlmticTrraty Organisation’s 17 E-3 Airborne 
Wamix^^ Co^l Systm ainmaft. Boeing said under 
the contract which runs through 2001, it will integrate 
major system-related enh an ce ments to computers dis- 
plays, communications, navigation and target identiflM- 

mooted during a follow-on contract AP-DJ Seattle 
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NEWS: THE AMERICAS 


Brazil shares 
see further 
big decline 


By Geoff Dyer in Sao Paulo 

Brazilian shares suffered 
another dramatic fall yester- 
day on the back of further 
weakness in Asia, despite 
emergency fiscal measures 
announced on Monday 
aimed at stabilising the 
market. 

By mid-afternoon yester- 
day. the S3o Paulo Bo vespa 
index of leading companies 
bad dropped 8.42 per cent to 
7,976 on thin trading volume, 
bringing its total fall since 
October 22 to 35 per cent 

In an attempt to allay 
speculation that it would be 
forced to devalue the cur- 
rency. the Brazilian govern- 
ment has doubled interest 
rates and announced a 
RSCObn ($iS.(Mbn) package of 
budget cuts and tax rises. 

The government had 
hoped these steps would 
restore investor confidence, 
however yesterday’s drop 
showed that Brazil was still 
vulnerable to the general 
concerns abont emerging 
markets sparked by the 
Aslan crisis. Shares in Hong 
Kong were down 4 per cent 
yesterday and Japan closed 3 
per cent lower. 

"The markets are falling 
because of a series of factors 
outside of the control of the 
government." said Mauro 
Schneider, chief economist 
at ENG Barings in Sao Paulo. 

Brazilian shares were also 
weakened when the govern- 
ment revealed it was consid- 
ering dropping the proposed 
income tax rise, one of the 
main parts of the fiscal pack- 
age, because of strong Con- 
gressional opposition. 

The government is consid- 
ering replacing the $lhn rev- 
enue from the income tax 
increase with a rise in 
CPMP. a financial transac- 
tions tax. from Q2 per cent 
to 0.25 per cent. CPMF was 
introduced earlier this year 
to raise funds for the health 


service and Congress is doe 
to vote this month cm a bill 
to evfa nd the tax until the 
end of 1998. . 

Fernando Henri que Car- 
doso, Brazil’s president, met 
congressional leaders yester- 
day to dtecnss the package. 
Political analysts suggested 
the income tax proposal 
might be with dr a wn as a tac- 
tic to try to win more sup- 
port in Congress for a key 
vote next week on civil ser- 
vice reform. 

The lower house is sched- 
uled to vote for the second 
time on November 19 cm a 
e o mitif nHmuil amendment to 
reform the dvfl service, in a 
decision which is becoming 
a vital test of the govern- 
ment's ability to use the eco- 
nomic crisis to push through 
its reform agenda. 

Meanwhile, in farther evi- 
dence of the heavy impact 
the government’s austerity 
measures are havin g on the 
real economy, the Brazilian 
subsidiary of Volkswagen, 
the German carmaker, said 
it had introduced a three-day 
week at two factories in SSo 
Paulo state during Novem- 
ber because of reduced sales. 

Analysts say the car sector 
will be among the worst 
affected because of higher 
interest rates and car tax. 

■ Stocks in Argentina fell 
sharply in early trading yes- 
terday. dragged down by the 
Brazilian market writes Ken 
Warn in Buenos Aires. The 
Merval index of leading 
shares fell 3.3 per cent to 
58&Q5. hit by worries over 
continuing international 
financial instability and 
fears that Brazil's austerity 
plan would hit Argentine 
exports. In the first signs 
that Argentina could be 
mustering its own pacicagp 
of confidence-boosting mea- 
sures, the government said it 
would ask Congress to grant 
it emergency tax raising 
powers “to engnrp stability”. 


Microsoft set 
to face fire 
from all sides 

Critics old and new will produce a 
deluge of attacks on the computer 
giant in Washington today 


By Nicholas Denton 
and Louise Kehoe 
in San Francisco 

Microsoft, the US software 
giant being sued by both the 
Department of Justice and 
Sun Microsystems, laces a 
new deluge of attacks today. 
An embryonic coalition of 
business rivals and con- 
sumer advocates is assem- 
bling at a conference in 
Washington DC organised by 
Ralph Nader, tbe consumer 
activist. 

Some of the speakers are 
long-time critics such as 
Scott McNealy. chief execu- 
tive of computer maker Sun, 



Nader: organised conference 


ami Gary Reback. a Silicon 
Valley lawyer who repre- 
sents many of Microsoft’s 
competitors. But the partici- 
pants also include represen- 
tatives from industries such 
as travel and media into 
which, as they are trans- 
formed by technology. 
Microsoft is encroaching. 

Although a few Microsoft 
employees plan to attend the 
conference as observers, all 
oi the featured speakers are 
expected to denounce Micro- 
soft's power over the com- 
puter industry and. increas- 
ingly. other sectors. Mr 
Me Nealy, while sceptical 
about the effectiveness of 
the Department of Justice 
action, will challenge Micro 
•soft’s control of computer 
standards in a presentation 
entitled "No one should own 
the alphabet" 

Mr Nader, best known for 


his campaigns on behalf of 
consumes against large cor- 
porations such as General 
Motors, is expected to criti- 
cise Microsoft’s control of 
the "choke paints" in elec- 
tronic commerce. “Ibey are 
wiflirfng it increasingly diffi- 
cult for consumers to find 
out what they really want," 
he said in an interview 
immediately before the con- 
ference. "And th er e is evi- 
dence of a slowdown in inno- 
vation." 

The conference, as well as 
providing a forum for criti- 
cism of the Seattle-based 
software giant, will consider 
a r ecnmmpwdatlnn to the US 
government to buy software 
products from Microsoft’s 
rivals to keep alive competi- 
tion. 

Microsoft - which sells the 
Windows operating system, 
and word processing and 
spreadsheet software used 
by most of the world's per- 
sonal computers - has been 
under anti-trust Investiga- 
tion for most of the past nine 
years. Its most significant 
upset came in 1995 when a 
regulatory review caused it 
to halt the planned acquisi- 
tion of Intuit, which would 
have given it dominance in , 
the market for personal 
finance software. 

But tbe company has not 
before faced such a broad 
array of legal and political 
challenges. 

Microsoft, which is seek- 
ing to integrate internet 
browser software into its 
operating system, faces a 
complaint by the Depart- 
ment of Justice that it has 
violated a consent decree 

agreed after an earlier inves- 
tigation. It is being sued by 
Sun for an alleged violation 
of the terms of its licence to 
use Java, a programming 
language sometimes seen as 
a challenge to the Windows 
operating system. 

Microsoft, which holds 
that consumers benefit from 
the addition of extra func- 
tions to its software, has 
accused the Department of 
Justice of “taking sides" In a 
straightforward commercial 
battle for tomtenflilp in Inter- 
net software. But the robust- 
ness of its response has 
prompted further criticism. 


Bogota eyes small shareholder in sell-offs 

Adam Thomson analyses efforts to broaden investor base of the privatisation programme 


C olombia's privatisa- 
tion programme is 
changing tack. Fol- 
lowing the sale of almost 
$4hn worth of state electric- 
ity assets during the past 
year to strategic invertors, 
the government is now turn- 
ing its gaze to the Colombian 
public in an effort to 
broaden the programme's 
investor base. 

The main focus of the pri- 
vatisations so far has 
excluded the Colombian pub- 
lic from a series of sales 
! which has placed 43.9 per 
cast of Colombia’s electricity 
generating capacity in for- 
eign hawrifs But the govern- 
ment is now to change the 
emphasis. Through a series 
of modifications to tbe priva- 
tisation schema. It hopes the 
country’s 38m inhabitants 
wffi take a more active role 
in fixture sales. 

"This second phase of tbe 
programme will ccmcentrate 
more on democratising the 
sector in terms of diversity 
ot investors, encouraging 
shares as an investment 
option and developing local 
capital markets," said Clem- 
ente del Valle, director of 
Public Credit, the entity 
responsible for the country’s 
privatisation scheme. 

To encourage widespread 
public involvement the gov- 


ernment plans a top limit of 
$10,000 to an individual's 
investments in future priva- 
tisations. 

It is also studying the idea 
of developing tines of credit 
to finance up to 50 per cent 
of the shares that each per- 
son buys. And there are 
plans to implement an insur- 
ance scheme which would 
guarantee the Colombian 
public a minimum return on 
their investments. 

The first state-owned com- 
pany likely to be affected by 
the change in focus is the 
electricity distribution com- 


pany, Interconexion Elect- 
rics QSA), based in Colom- 
bia’s western industrial 
heartland. Medellin. 

Through a capitalisation 
of up to 20 per cent of the 
company in the first quarter 
of 1996. which sane analysts 
estimate at $200m. tbe gov- 
ernment aims to entire* the 
average Colombian. 

Yet in a country with 
underdeveloped capital mar- 
kets and virtually no tradi- 
tion of widespread invest- 
ment in shares, it is feared 
that people with the finan- 
cial capacity to participate 


in coming privatisations will 
remain indifferent. 

The government hopes to 
overcome apathy with a pub- 
licity campaign starting this 
month. And it intends to use 
branches of retail hanks as 
points of sale to buy shares 
in state entities. 

A year ago. motivating the 
public to invest in the state’s 
energy companies would 
have been a thanfrireat tatt 
The sector suffered from a 
bad image, nurtured by com- 
panies' heavy debt obliga- 
tions, poor management and 
lack of direction. 


But thanks to the entry of 
international companies 
with long experience in elec- 
tricity generation and distri- 
bution - especially the Chil- 
eans, who now own more 
than 30 per cent of tbe coun- 
try’s electricity sector - the 
government now believes 
the sector has cast off its 
previous reputation. 

"It was important to bring 
important strategic investors 
which could purge tbe sector 
and give it a clear direction 
towards the future." said Mr 
del Valle. 


state-owned electricity com- 
panies - with assets of 
$1.6bn and 1996 profits of 
$160m - ISA is seen as the 
model to inspire first-time 
investors. 

In addition, ISA’s proven 
management capacity avoids 
the need for an all-out priva- 
tisation. allowing the gov- 
ernment to maintain major- 
ity control of tbe company. 
“It is a very solid company.” 
said Stephen F. dkins , utili- 
ties analyst at Santander 
Investment in Colombia. 
Even so. investment bankers 
believe the public’s lack of 
familiarity with investing in 
shares will mean they end 
up with only 5 per cent of 
the company in their hands. 

The rest is likely to be 
bought up by Inte rnational 
investors and local institu- 
tional investors, they say. 

But analysts agree that 
the change In emphasis rep- 
resents the start of what 
could become a greater 
investment awareness 
among the Colombian public 
in the future. Following the 
capitalisation of ISA, the 
government expects to pave 
the way for similar schemes 
for two other state-owned 
electricity generating compa- 
nies, Isagen. and Corelca, 
based on the Caribbean 
Coast. 


As one of the better-run 

Peru plans privatisation-based mutual funds 


Peru is about to embark on a fresh 
scheme to encourage broad-based 
shareholding, in which it has been 
something of a pioneer in Latin Amer- 
ica, writes Sally Bowen. 

Tbe government says the sell-off of 
the state’s stake in a series ot priva- 
tised co m p an ies has so far created a 
385,000-strong class of first-time share- 
holders. Now it is preparing to 
announce details of new privatisation- 
based mutual funds, or Fomahpu, to 
give the programme a new look. 

Next month a handful of operators 
will be selected from a list of existing 
mutual funds to handle the state 
shareholdings from early next year. 
With the initial tranche expected to be 


worth at least $300m, the selected 
funds could eventually handle up to 
$123 bn in state-owned shares. 

Under the Fomahpu scheme, prio rity 
will go to public-sector workers and 
retirees who have borne tbe brunt of 
belt-tightening associated with past 
fiscal austerity and tbe ctampdown on 
wage and salary rises. 

The "citizen participation" pro- 
gramme, launched in pitot form in late 
1994, is seen as the model for the Fom- 
ahpu experiment "It had the virtue of 
demonstrating what could be done in 
this kind of country* with Peruvian 
per capita GDP levels, and existing 
poverty says Javier Tovar, president 
of Fomiahpa and head of Conasev, 


Peru’s securities and exchange com- 
mission. “K showed the ordinary citi- 
zen he could invest in capital markets. 
Fomahpu is a new creative formula, a 
qualitative leap.” 

Peru's earlier programme offered 
attractive incentives to those who 
bonght share packages ranging 
between $200 and $8,000, including a 
discount on the listed price of the 
share, a low initial deposit and two 
years to pay the remainder at advanta- 
geous interest rates. After the success 
of a limited pilot scheme for shares in 
cement company Cementos Norte 
Pacasmayo, the initiative continued 
with much larger offerings in Telefdn- 
ica del Pern and Luz del Sur. 


Creating a unique financing solution 
to fund a powerful deal. 



Our Structured Finance Network at work for you. 


T HE CHA LLENGE. The UCH Power Plant in Pakistan, a gas 
fired combined cycle plant, is the first independent power project in 
Pakistan to use indigenous natural gas as its fuel supply. The World 
Bank singled it out as the first project to benefit from its new style 
partial risk guarantee. This was also the first opportunity for the World 
Bank to work alongside its sister organisation. IFC. ABN AMRO Bank 
was approached to ad as joint lead arranger of the commercial senior 
debt package. Not only did ABN AMRO Bank participate in structuring 
the transaction, it was also instrumental in developing the World 
Bank's partial risk guarantee, it also acted as Intercreditor Agent, 
Security Trustee, and Account Bank. And most importantly, it acted as 
Facility Agent for both the World Bank tranche, and, through its 
structured finance team in Chicago, the US Exim guaranteed loan. 


T HE SUPPORT. Such multi-sourced financing packages can 
only be successfully handled by a bank which is global in outlook 
and local in action. Certainly the ties in Pakistan were vital for the 
success of this project. But so too were the strong links which 
ABN AMRO Bank has built up with colleagues in the banking 
industry. Not only as the top US Exim lender - in fact it has arguably 
more experience in this area than any of its competitors - it also has 
close connections with leading banks in Europe, the Far East, and 
Australia who ail participated in the final deal. All this coupled with 
a local presence in all world markets and the detailed experience of 
dedicated teams in 20 major exporting countries and 30 emerging 
countries, has earned ABN AMRO Bank an unparalleled reputation 
in the globally competitive market of multi-sourced financing deals. 
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FOR MORE INFORMATION ABOUT HOW OUR STRUCTURED FINANCE NETWORK CAN WORK FOR YOU, CONTACT MIGUEL HERBERT, SVP GLOBAL HEAD STRUCTURED FINANCE. 

TEL (31-20) (>284389. FAX (31-201 6286317. 






Take a qualifying flight with Japan Airlines, and we will 
be pleased to get your membership of our frequent flyer 
programme off to this flying start. On top of the mileage 
credits you’d expect, we'll add 3,000 more with your first 
flight as a JAL Mileage Bank member. 

After your first return flight from Europe to Japan, you’re 
already eligible for a free flight elsewhere. And you can 
also use mileage credits with Air France, British Midland, 
American Airlines and at JAL Group hotels world-wide. 

To join JMB and for more information, simply staple your 
business card to this advertisement and send it to the 
JAL Mileage Bank Centre. Hanover Court, 5 Hanover Sq- 
London W1R ODR. U.K. 



A BETTER APPROACH TO BUSINESS 


NEWS: ASIA-PACIFIC 


‘Jakarta 
set for 
radical 
reform’ - 
IMF chief 

By Sander Thoenes 
in Jakarta 

Michel Camdessus, 
managing director of the 
International Monetary 
Fond, yesterday confirmed 
rumours that Indonesia is 
committed to far more radi- 
cal reforms than its govern- 
ment has acknowledged in 
public so far. 

He said that Indonesia h ad 
committed itself to removing 
off-budget spending, such as 
President’s Suharto’s much- 
abused reforestation pro- 
gramme, lifting subsidies, 
liberalising foreign invest- 
ment and speeding up priva- 
tisation. 

An IMF statement on the 
pact lists commitments to 



Bambang: dropped lawsuit 


phasing out all non-tariff 
barriers within three years, 
increasing excise taxes, 
removing tax exemptions, 
and a host of other steps 
towards cutting red tape. 

The government has kept 
quiet on more than a dozen 
pledges mentioned by the 
IMF. These include estab- 
lishing an Independent pri- 
vatisation board and liberali- 
sing foreign investment. 

“All of these measures we 
have mentioned are part of 
the programme," Mr Cam- 
dessus said in Jakarta. “But 
they are all in different lev- 
els of elaboration." 

Some key issues, such as 
subsidies, would be raised in 
the first review leading up to 
the second disbursement in 
March, he said, adding: “In 
several of these we would 
have preferred to adopt the 
final decision now.” 

Indonesia has trumpeted 
the recent aid package 
pledged by the IMF, World 
Bank, Aslan Development 
Bank, the US and Indones- 
ia’s neighbours, which 
exceeds $3Sbn. But it has 
played down the steps it has 
to take to gain access to the 
funds, leaving investors 
lukewarm about the rupiah 
and the Jakarta Stock 
Exchange. 

Regaining investor confi- 
dence was the purpose of the 
package but the government 
also feces domestic criticism 
far yielding to western con- 
ditions. “It's a better pack- 
age than was presented,” 
said Dennis de Tray, World 
Bank country director. “In 
terms of reforming the finan- 
cial sector, it is a quantum 
leap forward." 

On targets, government 
forecasts differ from the 
IMF. The fund expects infla- 
tion to rise to 10 per cent 
this year, the government 
has pledged the rate to stay 
“in the single digits”. The 
consumer index rose 2 per 
cent in October, compared to 
1.29 per cent in September. 

The IMF predicts economic 
growth will drop to 5 per 
cent of gross domestic prod- 
uct this fiscal year and 3 per 
emit in the next far lower 
than officials have been will- 
ing to acknowledge. 

Meanwhile Bambang Trl- 
hatmodjo. President Suhar- 
to’s second son, yesterday 
dropped his lawsuit against 
the finance minister and 
central bank governor for 
closing his bank. Three of 
the 16 troubled banks dosed 
down last week by the gov- 
ernment under the reform 
programme were owned, by 
relatives of the president. 

President Suharto indi- 
cated on Friday that he 
stood by his finance minister 

and bank governor. 

• Mr Camdessus said yes- 
terday in Jakarta there was 
no plan to renegotiate Thai- 
land's financial assistance. 
He said the $17-2bn package 
had had a “bumpy, hesitant 
start... due not to the pro- 
gramme itself, but to the 
very shaky political situa- 
tion of the country at that 
time”. He said new Thai 
Prime Minister Chuan Leek- 
pai, whom he will meet 
tomorrow, “has already been 

extremely explicit about his 

commitment to the pro- 
gramme”. 


Seoul warns MPs on finance vote 


By John Burton in Seoul 

South Korean officials 
yesterday warned that for- 
eign confidence in the coun- 
try could be further shaken 
If parliamentary opposition 
this week blocked legislation 
to restructure the financial 
system. 

They said failure to pass 
the proposed laws might 
lead to a financial crisis sim- 
ilar to that In south-east 
Asia by causing further 
downgrades in the nation's 
credit ratings. 

“The International Mone- 
tary Fund and other interna- 
tional agencies are closely 
watching our drive to 


streamline the financial sec- 
tor," said Yoon Jeuag-hyun, 
deputy finance minister. 

With overseas investors 
having already fled the 
Seoul stock market, foreign 
bankers are now deciding 
whether to roll over Korea's 
short-term debts, which the 
Economist Intelligence Unit 
puts at S77bn out of a total 
external debt of $i5ibn. 

If foreign banks withdraw 
credit, it would exacerbate 
Korea's currency crisis and 
might force Seoul to seek a 
bail-out from the IMF to res- 
cue its banking sector. 

The legislation would give 
the central bank more inde- 
pendence in monetary policy 


and the financ e ministry 
greater supervisory powers 
over financial institutions 
that would be restructured 
through mergers. 

The finance ministry said 
passage of laws was cru- 
cial If Korea is to proceed 
with measures, expected to 
be anno unced Friday, to res- 
cue debt-laden investment 
banks and prevent a possibly 
TTHminont 1 hanking crisis. 

Officials have proposed 
forced mergers among the 30 
investment banks, which 
specialise in short-term cor- 
porate lending, and writing 
off non-performing loans of 
at least ?7bn that are the 
result of a string of corpo- 


rate bankruptcies this year. 

There is a chance the 
short-term bond market 
might be opened to foreign 
investors to ease a liquidity 
shortage that has caused the 
collapse of several conglom- 
erates. The fragile state of 
the under-capitalised invest- 
ment banks is seen as at the 
heart of Korea’s financial 
woes and poses a serious 
threat to the stability of the 
financial system. 

Such banks are having 
problems in paying about 
$13bn in doDar-denotainated 
debt after several big corpo- 
rate borrowers defaulted on 
living , most oF which were 
not collateralised, unlike 


-ommerdal bank loans. 

' The recent devaluation of 
Tie Korean currency, the 
won. has placed a further 
aurden in servicing their 
>verseas debts. 

The investment banks also 
iold speculative portfolio 
nvestments tn the south- 
east Asian financial markets 
have turned sour. 

Commercial banks and far- 
;ign lenders are reluctant to 
jrovide short-term credit to 
iie cash-strapped invrat- 
nent banks. This has pushed 
he over night call loan rate 


Japan alert to neighbour’s problems 


By Bcrthan Hutton in Tokyo 

Japanese industry is watching 
developments across the Tsushima 
Strait with growing concern, but not 
yet alarm. 

South Korea is an important trad- 
ing partner for Japan, and is also the 
main competitor in some of Japan's 
key export markets. An economic 
collapse could threaten Japanese 
exports to world markets as well as 
to its neighbour. 

The decline of the won alone 
would have a measurable impact on 
the competitiveness of some Japa- 
nese exports. 

The yen has also been weakening, 
but not to the same extent: the cur- 


rency is down 12.7 per cent against 
the dollar gtnro June, while the won 
has fallen nearly 20 per cent over the 
past year, and &5 per cent since the 
rate of decline steepened at the start 
of October. 

But the more serious concern is 
a sudden meltdown in South 
Korea’s domestic economy could 
push it into an export drive, while 
sla sh i n g imports. 

Korea accounts for 7.1 per cent of 
Japanese exports, with a heavy 
weighting towards capital goods, 
such as machinery for the semicon- 
ductor and automotive industries. 
One root of the current problems in 
Korea was overinvestment in indus- 
trial capacity, so a significant cut in 


capital expenditure is now likely. 

Marshall Gittler, economist at SBC 
Warburg in Tokyo, said that if Korea 
cut overall imports by 10 per cent, 
but imports of capital goods by 30 
per cent , it could cost Japan Y70Qbn 
($5.6bn) in lost exports. 

The Korean effect could reduce 
japan's economic growth by 0. 1-0.2 
per cent, Mr Gittler said, which at a 
timo of economic stagnation is sig- 
nificant enough to be worrying. 

On the export side, Japan and 
Korea compete most directly in ship- 
building, where the rapid devalua- 
tion of the won will give Korea an 
advantage. But shipbuilding orders 
have a long lead time. 

According to Richard Whitehurst, 


Upbuilding analyst at SBC War- 
urg, Japanese shipyards have a 
acklog of 2*4 years’ worth of orders. 
i even if Korean competitors start 
j take a greater share of new orders 
om now on. the impact may not be 
*lt until beyond 2000. 

Korean shipbuilders also have foil 
rder books, and do not have suffi- 
lent excess capacity to be able to 
latch a large chunk of Japan’s 
lipbuilding business. 

Loss of market share is less erf a 
roblem than downward price pres- 
ire: the lower won is likely to 
>duce prices In the world market, 
ut Japanese shipbuilders are only 


Hong Kong steps up bank monitoring 


By John Ridding 
to Hong Kong 

The Hong K ong Monetary 
Authority (HKMA) has 
stepped up its supervision of 
the territory's banks, requir- 
ing them to submit daily 
reports as well as monthly 
statements, a spokesman 
said yesterday. 

‘ The move follows a rush 
to withdraw deposits at one 
of the territory’s smaller 
banks this week and comes 
amid concern about the 
impact of rising interest 


rates an the finan cial and 
property sectors. 

These fears again battered 
Hong Kong shares, sending 
the bine chip Hang Seng 
index down by 3J)6 per cent 
yesterday. 

A spokesman at the 
HKMA said the move to 
increase the frequency of 
reporting demonstrated 
increased vigilance rather 
than increased worries and 
was not prompted by the 
“minor run” on the Interna- 
tional Bank of Asia. 

“Hong Kong’s hanking 


sector is very robust", said 
the official. Fears that jit- 
ters would spread to other 
small banks have not mate- 
rialised, although sentiment 
remains uneasy. 

The HKMA, the ter ri tory ’ s 
de facto central bank and 
guardian of the cmrency 
peg to the US dollar, already 
has a reputation as one of 
the most rigorous supervi- 
sors in the region. Banks 
will now be required to sub- 
mit daily a statement or 
assets, nubilities and liquid- 
ity ratios. 


Hong Kong’s banks are 
Mitwng the strongest in the 
region, with an average cap- 
ital adequacy ratio of 17 per 
cent and combined bad and 
doubtful loans of just over 2 
per cent of the totaL 

Bat the rise in interest 
rates to defend the currency, 
the last in the region to be 
pegged to the US dollar, has 
raised concerns that banks' 
strength could be eroded. 

Yesterday’s sharp fall on 
the stockmarket, which 
leaves the Hang Seng Index 
more than 40 per cent below 


its August peak, was fuelled 
by fears of an imminent 
increase in prime rates. 

Smaller banks, in particu- 
lar. have pushed for another 
rise in rates, raised from 
8.75 per cent to 9.5 per cent 
last month, to restore profit 
margins eroded by an 
increase in money market 
interest rates. 

After steadily rising over 
the past week, interbank 
rates eased yesterday. Over- 
night rates fell from a range 
of 5-7 per cent to 4.5-6 per 
cent 


Philippine banks slow 
to act on bad loans 


C ompared with the 
dramatic gestures of 
their neighbours, 
Philippine banks have been 
relatively complacent in 
addressing the problems 
thrown up by the Asian cur- 
rency crisis. Most have been 
relaxed, but few can afford 
to be. 

“There is a refusal [among 
banks]," says one head of 
research at a foreign broker- 
age “to see an increase in 
non-performing loans com- 
ing out of this crisis, though 
it is inconceivable you can 
have three years of loan 
growth at 50 per cent a year 
without picking up a lot of 
bad debt 

“Whatever corrective mea- 
sures are being introduced 
now, the rash of lending will 
exact a keen price,” he adds. 

The fall-out from the cur- 
rency crisis has given rise to 
several concerns. First, the 
unsavoury combination of 
the peso collapse - it has 
lost as much as 36 per cent 
of its value against the dol- 
lar - and banks' soaring for- 
eign currency loans is expec- 
ted to take Its toll on an 
unknown number of 
unhedged borrowers. Inter- 
est rates meanwhile have 
shown a stubborn refusal to 
descend from punitive levels 
and will hit companies hard. 

Amid this turmoil, hankw 
and the authorities have 
been slow to act, say critics. 
The reaction of commercial 
banks to a central bank 
move to impose a mandatory 
general loan loss 'provision 
of 2 per cent is an example. 

Bankers responded to this 
threat of short-term pain - it 
would wipe out much of 
their bottom line growth this 
year - with a chorus of dis- 
approval. although at pres- 
ent. their provisioning levels 
of L3 per cent are among the 
lowest in the region. 

Instead, the Bankers Asso- 
ciation of the Philippines 
suggested a 2 per cent 
increase in banks’ capital. 
Analysts argue this alterna- 
tive would have failed to 
address the problem and 
merely kept banks' bottom 
lines intact - and with it the 
bonuses of top executives - 
while diluting minority 
shareholders. 

What has now been agreed 
is a l per cent general 
reserve provision to be in 
place by next October, rising 
to 15 per cent a year later 
and 2 per cent by 2000. Crit- 
ics accuse the central bank 
of failing to provide firm pol- 


Philippines: banked up 
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icy direction and backing 
down in the face of vehe- 
ment opposition from the 
sector. "The banks are 
behaving cynically;” says an 
analyst “This was an oppor- 
tunity for them to adopt the 
most conservative loan-loss 
reserves in the region." 

Provisioning is an impor- 
tant issue because a number 
of loan defaulters has 
already emerged among 
local groups, victims of the 
weaker peso and high Inter- 
est rates. Most analysts 
believe the handful of com- 
panies in financial difficul- 
ties are harbingers of more 
bad news ahead. 

This is expected to hurt 
the overheated property sec- 
tor in particular. The latest 
figure far banks' loan expo- 
sure to property is 13 per 
cent, but most suspect the 
true figure to be higher, 
given the ambiguity in clas- 
sifying loans. 

Deogradas VTs tan, chief 
executive of Solid Bank and 
chairman of the BAP, admits 
to twe concerns. First, he 
estimates about 30 per cent 
of banks’ foreign currency 
loans - Deutsche Morgan 
Grenfell says these soared 
from $2.49bn in 1993 to 
S11.59bn by the first quarter 
of this year - represent 
unhedged borrowers. 

Second, he is uncertain 
about the extent to which 
borrowers will be able to 
absorb higher interest rates 


which have hovered around 
25-30 per cent In the liquidity 
squeeze. Nonetheless, he 
stresses. Philippine banks 
remain streets ahead of their 
counterparts In Thailand 

and TnrtnnAsla 

Gabriel Sings on. central 
bank governor, calls the 
accusations that hanks and 
authorities are refusing to 
face up to the implications of 
the regional crisis “subjec- 
tive”, citing reforms to 
strengthen the banking sec- 
tor. 

Over the past two years, 
the prop er t y sector has been 
limited by the central hank 
to 20 per cent, and, more 
recently, the loan delin- 
quency period has been 
slashed from 180 to 90 days. 
Supervision of car and credit 
lending has also been tight- 
ened. Under World Trade 
Organisation commitments, 
the country is now preparing 
to allow foreign investors 
majority stakes in local 
banks next year. 

Yet these and other mea- 
sures have foiled to win over 
a bearish stock market. 
Banking stocks are on a 
downward trend. As a move 
in the right direction, banks 
have started to hold back on 
lending. But it is clear they 
will have to do much more 
than that to regain inves- 
tors' confidence. 

Justin Marozzi 


NEWS DIGEST 

Vietnam ‘needs 
$2.4bn in aid’ 

The World Bank yesterday said Vietnam needed about 
$2.4bn in overseas development assistance (ODA; pledges 
far next year, underscoring Hanoi's increasing donor 
dependency as foreign investment falls. The report was 
issued before an annual meeting of donors next month in 
Tokyo. 

Critics of ODA policy towards Vietnam say Hanoi's poor 
record on absorbing current commitments meurs donors 
ought to reduce fresh commitments until funds are used 
faster. 

The bank's report comes at a time when Vietnam’s 
economy is slowing. Regional economic turmoil has 
eroded the competitiveness of its already frail exports. 

The value of foreign Investment pledges so far this year Is 
down 65 per cent against the same period a year ago, offi- 
cial figures show. 

The bank said a large current account deficit raised 
concerns over the country’s debt profile. It also warned 
against borrowing abroad when its debt service capacity 
is “limited”. But it appeared to relax earlier opposition to 
a debut $100m-$150m eurobond. Jeremy Grant, Hanoi 


■ TRAVELLERS WARNED 

Americans killed in Kar arhi 


Four American auditors of Union Texas, the US-based oil 
company, were ambushed and killed along with their 
Pa kis t an i driver, as they drove to their offices yesterday, 
In Karachi, Pa k istan's troubled southern port city. 

The k illi n gs came just two days after Mir Aimal Kansi, 
a Pakistani, was convicted by a US court of killing two 
CIA employee s ou tside Washington, five years ago. The 
US S tate Department had warned Americans travelling 
abroad to take security precautions. 
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usual, in spite of the killings. Arnold Hoffinan, president 
of Union Texas Pakistan, said: “We have been working 
here for the last 20 years. We have a long-term 
commi tment to this country and we intend to keep 
that -" Farhan Bokhari, Karachi 


I LIBEL CASE 

Singapore court cuts damages 

Singapore’s Appeals Court found yesterday that an award 
of S$8.08m (US$5. 15b n) in libel damages to Gota Chok 
Ton&tbe prime minister, and 10 of his colleagues against 
a prominent opposition politician was “hugely disnroDar- 
ttonate” to the harm caused. The landmark ruling 
reduced the damans against Tang Liang Hong, a member 
of the opposition Workers party, to S*L53m. Mr Goh and 
^ Uea 5 1 ^ m P 1 ®- ruUng People's Action party accused 
Mr Tang of thre atenin g racial harmony. “The totality of 
the awards. . . has become overblown and Is hugely dis- 
proportionate to the aggregate harm and injury caused ” 
the judges said. James Synge, Kuala Lumpur 

HIGH 1ISTTEREST BLAMED 

Philippine car sales decline 

Passenga- car sales m the Philippines slumped 40 per cent 
yearon-year m October, according to figures published 
yesterday, as consumers held back from expensive bank 
financing resulting from the regional currency crisis. 
m *2f25S r ,5 lmmneted to 41762 units - taking the fig- 
10 "***“ ta 65 ' 637 downll per 

cent from 1996. 

linUnpSSJJS ^Automotive Manufacturers of the Phi- 
lippines blamed the plunge on banks* high Interest rates 

saw! banks had also been slower to process and approve 
^ * oans - Justin Marozzi, Manila 
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> Leader in attractive niche markets 

Benckisers focus is on niche household cleaning products, where it derives the bulk 
of its net revenues and has established strong market positions. Benckiser is the 
worldwide market leader in automatic dishwashing products and water softeners 
and has a strong position in fabric treatment and home cleaning. 

Over 75% of the company's net revenues come ftom products which are number 1 or 
2 in these market segments. 

> Rapid growth 


> Strong financial performance 


in min. NLG at constant rate 

1994 

1995 

1996 

CAGR 

H1 1996 

H1 1997 

HI Growth 

Net revenues 

2570 

2774 

3039 

m> 

1498 

1728 

15.5% 

EBITDA*) 

392 

417 

471 

9.6% 

232 

252 

8.7% 

Net income 

120 

128 

165 

17.3% 

84 

91 

8£% 


") Earnings before interest; taxes and depreciation and amortization 


> Committed to Shareholder Value 


In contrast to major laundry and cleaning products, niche categories, such as 
dishwashing and water softeners, offer significant growth. Benckiser also has an 
outstanding track record of increasing market share due to continued innovations. 
46% of the company's 1996 net revenues come from products launched during the last 
3 years. The company's latest innovation of Double-Action Tablets for dishwashers 
has propelled the company's worldwide market share in this category to 38%. 
Moreover, the company obtains significant growth from new emerging markets, 
especially Eastern Europe and China. In these markets, we have grown from 5% of 
net revenues in 1992 to a level of 14% in 1996. 


Benckiser's management is dedicated to the pursuit of excellence and the delivery of 
outstanding products and service to its customers, creating sustainable growth for 
the benefit of its shareholders. Management compensation systems are designed to 
foster profitable growth and to reward the creation of Shareholder Value. 


> Further information: Benckiser NV, Schiphol Boulevard 229, 
1118 BH Schiphol Airport, The Netherlands 
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NEWS: UK 


Opposition hostility to Amsterdam treaty ‘out of line’ with public opinion 

Minister backs EU social chapter 


By John Kampfner, 

Chief Pofitical 
Correspondent 

The European Union's social 
chapter has had no adverse 
effect on employment. Robin 
Cook, foreign secretary, said 
last ni ght as the UK parlia- 
ment began the process of 
ratifying the Amsterdam 
treaty reforming EU institu- 
tions. 

Mr Cook said the treaty, 
agreed in June, had 
strengthened Britain’s veto 
powers over defence and for- 
eign policy and enshrined its 
rights to determine its own 
border policy. 

With William Hague, 
leader of the opposition Con- 


servative party, imposing 
strict discipline on his par- 
ty's MPs to vote against the 
treaty. Mr Cook said Conser- 
vative hostility to the 
changes was out of line with 
public opinion. 

“If they consult the. real 
people of Britain, they will 
find that the provisions 1 
have outlined in this treaty 
are provisions which are 
welcome throughout the 
whole of Britain, except the 
Tory [Conservative] party," 
he said. 

He defended the govern- 
ment’s decision to opt 
Britain in to the social chap- 
ter. The only people that 
have lost their jobs through 
the soda! chapter are those 


Tory MPs who fought the 
last election telling the 
people of Britain that what 
was good enough for the rest 
of Europe was too good for 
Britain." 

Mr Hague has sought to 
face down pro-Europeans In 
his party who are furious at 
his shadow cabinet's new 
line of opposition to mone- 
tary union for up to 10 years. 
His authority was severely 
undermined when two front 
bench spokesmen in the 
House of Commons resigned 
over the party's position on 
a single currency. 

However, business manag- 
ers have told Conservative 
MPs that they should use 
any article of the treaty that 


they were uncomfortable 
with, such as the social 
chapter, as reason to follow 
the party line and oppose a 
second reading for the Euro- 
pean Communities (Amend- 
ment) bill. 

Michael Howard, the 
shadow foreign secretary, 
who earlier this year pre- 
dicted the treaty would lead 
to the "end of the nation 
state”, described the out- 
come as "a wasted opportu- 
nity". 

Citing the failure of EU 
heads of government to 
agree reforms to the Com- 
mission and weighting of 
votes In the council of minis- 
ters, Mr Howard said: Tt is 
also a victory for those who 


want a deeper and not a 
wider Europe. Enlargement 
of the EU was sidelined for 
the sake of deeper integra- 
tion." 

David Curry, trim resigned 
from the shadow cabinet in 
protest at Mr Hague’s han- 
dling of economic and mone- 
tary union, said fee treaty’s 
shortcomings on enlarge- 
ment allowed him to follow 
his leader's voting instruc- 
tions. 

T do believe this is a poor 
treaty, which feds in its cen- 
tral task.” Mr Curry said. 
"It’s not wicked, it just 
doesn't do die job and that’s 
why, with an absolutely 
dear pqpy-igqi-fr I vote 
against the government" 


Industry’s voice is out 
of tune in euro chorus 

Stefan Wagstyl finds it far from easy to pin down 
business’s view of economic and monetary union 


Business views on Emu 

Prep arati on s 

' WB your business be adequately pwpg a d for the p otential I m p a ct , 
of Emu, if most of Europe moves ahead h 1999? '*'• 


T he debate about Euro- 
pean economic and 
monetary union at 
the annual conference of the 
Confederation of British 
Industry this week was 
never short of rhetoric. What 
it could not do was provide a 
clear picture of the balance 
of opinion on Emu in British 
business. So what does it 
think? 

The government needs to 
know: it has said it would 
consider UK entry into the 
single currency only if the 
economic conditions for 
membership were right. 

But it is difficult to find 
out what business thinks. 
For one thing, it is hard to 
say who speaks for business. 
Over the past 20 years, the 
CBI has developed into 
industry’s *nain voice in dia- 
logue with the government 
and the public. But its posi- 
tion has been challenged. 
The Institute of Directors 
rlaims tO be Closer to small 

companies. So does the Brit- 
ish Chambers of Commerce. 

However, the CBI still 
seems the obvious institu- 
tion to speak for UK compa- 
nies. About 260.000 of them 
are members, thou gh many 
belong through trade associ- 
ations. Its national ri erisinn - 
making bodies are domi- 
nated by executives from big 
companies led by the presi- 
dent, Sir Colin Marshall, 
chairman of British Airways. 


So what does the CBI 
think about Emu? Even that 
is hard to say. but at least it 
is possible. 

Its leading lights, includ- 
ing Sir Colin and Adair 
Turner, the director-general, 
mostly support British entry. 
They know that a sceptical 
public can be won over to 
Emu only if its supporters 
speak out. But they also 
have to avoid the appear- 
ance of bullying their 
members. 

Nor do they want to alien- 
ate themselves from the 
opposition Conservative 
party when most of their 
members are Conservative 
voters. Above all. they 
accept that the debate is not 
about a simple "yes" or 
"no". The conditions on 
which the UK might enter 
monetary union matter 
hugely for business. Just set- 
ting the rate at which ster- 
ling is converted to euros 
could determine the fate of 
hundreds of companies. 

The range of opinion even 
among CBI leaders is wide. 
To avoid premature divi- 
sions and avoid offending 
the Conservatives, the CBI 
delayed giving a firm view 
on British entry until -after - 
the May general election. 
Then it declared itself in 
favour of the UK joining 
after 1999 when economic 
conditions permit 

This statement has made 


it easier for CBI officials to 
say what they think, espe- 
cially as their position is 
fairly close to that takes last 
month* by the government 

So does that mean British 
business, as represented by 
the CBI, supports Emu? 
Opponents say not because 
the pro-Emu stance of CBI 
bigwigs disqualifies them 
from speaking fur business - 
as a whole. Sir Stanley 
Raima, chairman of the Dix- 
ons group of electrical 
stores, said at the confer- 
ence: “On this question the 
CBI hierarchy is unrepresen- 
tative-” 

Sir Colin retorts: "What I 
object to is the purposely 
distorted argument which 
claims that tbp CBI is not 
truly representative of Brit- 
ish business as a whole, but 
merely serves the purpose of 
the major corporations and 

Tn nltinafinnalft. " 


Emu entry ' 

. Should the UK plan to join Emu as soon as economic coot«rgtince 
is in place, is, once cyclical convergence with European interest rales 
b achiwed. and a competitively sustainable exchange tale exists?. 



H ow much longer the 
CBI can continue to 
claim to speak for 
all business remains to be 
seen. Now that the two main 
parties have in effect 
declared that tiw next gen- 
eral election will be fought 
.over the euro, the CRTs pro- 
Emu s tan ce makes it appear 
very anti Conservative. 

Much of the criticism of 
the CBI this week has been 
directed at its survey of 
members’ opinion, published 


- ffauh ataysoHt . 

on Sunday, in which 72 par 
cent of respondents sup- 
ported UK entry "as soon as 
economic convergence is in 
place". Sixteen per cent said 
"no” and 11 per cent "don’t 
know”. Critics have seized 
on the fact that replies were 
received from only 734 com- 
panies, or 30 per cent of the 
2,441 polled. 

However, Mari, the inde- 
pendent polling organisa- 
tion. says response rates of 
30 per cent are quite normal 
-in su rveys . Mark Wardman,. 
an associate director, says: 
"On the face of it, ft seems a. 
. valid measure of opinion- " 

More important, the sur- 
vey results were dose to the 
verdict of a much bigger poll 




of 5,000 companies Tun inde- 
pendently by Mori last year 
for the CBI and the cham- 
bers of commerce. The 
chambers’ presence was sig- 
nificant because the wmail 
companies which they repre- 
sent are often considered 
more anti-Emu than bigger 
groups. In the event, some 32 
per cent replied, of which 56 
per cent supported British 
entry in principle. 

The numbers would seem 
to support the CBI’s view 
.that. the majority of British 
business is pro-Emu. But 
given the organisation's vul- 
nerability to political attack, 
it might be better if an inde- 
pendent pollster managed 
Emu polls for a while. 


Matching 
music and 
wine lifts 
the tempo 
of sales 


By CKve Cookson, 

Science Editor 

Stores will sell more 
German wise if they play 
bierkeOer times in the back- 
ground and more French 
wine if they play accordion 
music, suggests an experi- 
ment reported in the journal 
Nature- ■ 

"Research on music and 
consumer behaviour has 

almost . completely Ignored 
the potential effect of In- 
store music on purchasing 
and particularly on product 
choice,” said Adrian North 
and colleagues from Leices- 
ter University’s music psy- 
chology group. 

Dr North displayed four 
French wines and four Ger- 
man wines in the drinks sec- 
tion of an Asda supermarket 
in the rn gllnh mflaiWk efty 
of Leicester. The bottles 
were matched for price, 
sweetness and display. 

On alternate days over a 
two-week period, shoppers 
heard French accordion and 
German bierkeller music. 
When the former was 
playing, shoppers bought 40 
bottles of the French prod- 
uct and just eight bottles of 
German wine. When Ger- 
man music -was playing, 
they bought 12 bottles of 
French wine and 22. of the 
German product. 

In a questionnaire, almost 
all the- customers denied 
that the music bad influ - 
enced their choice of wine. 
"It seems that* the music 
affects the unconscious or 
that people do tut like to 
admit that they have been 
influenced," said Dr North. 

Asda said the results were 
interesting but the company 
would not use music to pro- 
mote particular products. Its 
in-store Asda FM music 
channel "is not meant to 
boost sales but to provide a 
good atmosphere, and the 
dink* of music reflects the 
type of customers in the 
store." - 

However, Dr - North 
believes there will be strong 
commercial pressure to pro- 
mote sales through back- 
ground given the sci- 
entific:: evidence. thqtlhis 
can work. He points out that 
non-broadcast users - 
shops, bars, restaurants and 
so on - spend more than 
£5 4m ($9im) a year on 
Tim sic royalty payments. 


Greenhouse gas emission deal is focus for Kyoto negotiations 

Tough target for climate summit 


By Leyte Boulton 
and Liam HalEgan 

Ministers yesterday prepared 
their strategy for next 
month's climate change 
negotiations in Kyoto, 
Japan, as the first details 
emerged of the costs of 
Britain’s programme for 
dealing with the problem. 

They focused on how to 
improve chances of industri- 
alised countries agreeing 
effective greenhouse gas 
emission cuts. 

John Prescott, deputy pre- 
mier and chief environment 
minister, who met US vice- 
president A1 Gore in Wash- 
ington last week, will con- 
tinue his globe-trotting next 


week to help Japan forge a 
consensus. 

Ministers considered how 
much it would cost to 
achieve a 20 per cent reduc- 
tion in carbon dioxide emis- 
sions by 2010. 

The UK government feces 
a choice of imposing a tax on 
energy consumers, or of 
channelling direct subsidies 
to wind, solar and other 
renewables. 

A conference organised by 
a cross-party parliamentary 
group yesterday produced 
the first detailed picture of 
how Britain could achieve 
its 20 per cent target by 
curbing energy waste and 
promoting renewable energy 
sources. 


Gathering representatives 
from the country’s energy 
efficiency and .renewable 
energy industries, the 
conference suggested the fol- 
lowing breakdown for ach- 
ieving a reduction of 33 
megatonnes per annum from 
1990 levels: 

• Promoting more efficient 
domestic use of energy and 
cutting households' energy 
bQls at the same time could 
save 20.6 megatonnes. 

• Installing 10 gigawatts of 
combined heat and power 
capacity could reduce emis- 
sions by 6 megatonnes. 

• Generating 10 per cent of 
the nation's electricity from 
renewables could reduce car- 
bon emissions by 5.5 mega- 


tonnes. 

A report by Friends of the 
Earth, the environmental 
pressure group, claimed that 
meeting the target could 
generate a net 226,000 new 
Jobs. 

While the government has 
faced surprisingly little criti- 
cism fr om opposition or busi- 
ness for Its climate change 
strategy, it yesterday had to 
defend proposed European 
Union landfill directive 
against outrage from the 
opposition Conservative 
party. 

The government estimates 
that in its original form the 
directive could cost Britain 
£3bn ($5bn) to £7bn to imple- 
ment 


Insurers widen 
systems clause 
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By Christopher Adams, 
Insurance Correspondent 

Insurers have extended the 
scope of exclusion clauses 
protecting them against 
potential “millennium 
bomb” claims to classes of 
business such as profes- 
sional indemnity and prod- 
uct liability insurance. 

The Association of British 
Insures, which had already 
drafted wordings for busi- 
ness interruption and prop- 
erty damage insur ance, has 
sent its members more sam- 
ple exclusion clauses. 

Their introduction into 
commercial insurance con- 
tracts is expected to be wide- 
spread. Several big insur- 
ance companies confirmed 
yesterday they would 
rewrite policies as necessary. 

The industry has not 
moved en masse to exclude a 
specific risk since 1993, when 
it withdrew from terrorism 


insurance, farcing the gov- 
ernment to set up Pool Re as 
reinsurer of last resort. 

Commercial insurance 
buyers have reacted with 
concern. The clauses would 
make it impossible far them 
to daim back any mfilenni- 
uxn-related financial loss 
stemming from legal liabil- 
ity, and the costs of mount- 
ing a legal defence if sued. 

The millennium bomb 
arises from the inability of 
some computing software to 
distinguish between the 
years 1900 and 2000, with 
possibly catastrophic results 
and huge financial losses. 

Royal & Sun Alliance, the 
UK’s biggest composite 
insurer, said it would Intro- 
duce the clauses into com- 
mercial insurance contracts. 
"All the clauses are doing is 
putting beyond doubt what 
we believe to be the case 
anyway," said Mike Jones, 
head of corporate affairs. 


UK NEWS DIGEST 


Export strength 
baffles Bank 
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to unwind", the Bank said. It , v*. (is 

concentrating their efforts on markets su^ as t he ib. 
where domestic demand is stronger ai Robert CTtotf 

appreciation has been Jess dramatic. 

■ INFLATION 

Interest rate rise fears calmed 

The Bank of England yesterday calmed ferns of a further 
aggressive t ightening in interest rates, predicting that a 
sharp slowdown in the economy next year wilt keep infla- 
tion subdued. , . . „„ . in 

The Bank predicted that inflation would conMun 
slightly below the government’s 2.5 per cent target m two 
years’ time without a further rise in interest rates. But 
Mervyn King, the Bank's deputy-governor designate, 
warned that “the balance of risks is still sUphtlj on the 
upside”. Yesterday the pound hit its highest level this 
year against the dollar in London trading and clused at its 
highest against the yen since September 1992. Foreign 
exchange strategists said the pound was bewftttoC from 
expectations of higher UK interest rates and the UK s sta- 
tus as a relatively safe haven from global financial tur- 
moiL Economics Staff 

■ LOYALTY CARDS 

Web site reward points offered 

The Smar t loyalty scheme will today begin offering car- 
dholders reward points simply for visiting the web sites of 
mwnhH- companies. Consumers can collect up to seven 
points a week for clicking on Smart credits in the web 
sites of the seven partners. 

The launch coincides with the setting up of a web site 
by oil company Shell UK. Besides Shell, the Smart mem- 
bers offering cyber points are the Commercial Union 
insurance group, the RAC motoring organisation, the 
John Menzies bookstore chain. UCI Cinemas. Victoria 
Wine and the Vision Express chain of opticians. 

The internet version of the programme differs from real 
shops, in which customers need to buy to accumulate 
points. But both types of points can be combined and used 
in rt fam mmt* on goods and services provided by participat- 
ing iwnipuniwi - Alison Smith 

■ PLANT CLOSURE 

S amsung to move head office 

garnering Heavy Industries, which this week announced 
the closure of its European hydraulic excavator manufac- 
turing plan t in northern England, said yesterday it is to 
move its European head office back to Amsterdam in the 
Netherlands, where its parts operation is already located. 

In spite of the impending UK plant closure, the com- 
pany said it was committed to increasing its share of the 
European market for construction equipment and would 
be expanding the range of products. It plans to open a 
parts depot in the UK to improve customer service. Its 
sales target in Europe is to capture 10 per cent of crawler 
excav ato rs, 5 per cent of wheeled excavators and 5 per 
cent of wheeled loader markets by 2000. Chris Tighe 

U PRIVATISED MINES 

Coal company to cut output 

RJB Mining, which owns most or the privatised coal 
industry, is to cut output and 400 jobs at its Multby deep 
mine pit in south Yorkshire. The company blamed 
“uncertainty” in the market caused by the current round 
of price negotiations for coal supplied to the power gener- 
ators. Coal output at the pit. one of 17 deep mines owned i 
by RJB. will be cut from 13m tonnes a year to 1.3m 
tonnes. About 80 per cent of RJB’s output goes to the 
power generation industry. The National Union of Mine- 
workers complained that the market was "skewed against ; 
coal". Sheila Jones 

■ EARLY RETIREMENT 

Pension schemes ‘may face crisis 9 i 

Pension schemes at municipal authorities could face 
financial crisis unless spiralling costs of early retirement 
are brought under control, the Audit Commission warns 
today. 

More than 75 per cent of local government staff who 
retired last year left before normal retirement age — 
nearly 40 pa- cent on ill-health grounds. In some councils, 
the early retirement rate has reached 90 per cent. The 
c ommis sion found that, during the past six years, early 
retirem ent de cisions by councils generated capitalised 
costs - future commitments - of £5.7bn ($9.63). “The vol- 
ume of early retirement decisions places growing strains 
on pensions funds and calls into question the long-term 
sustainability of the Local Government Pension Scheme 
itself," said the commission. Alan Pike 


Public offer dated November 3, 1997 to repurchase SGS bearer shares of par value 
CHF 100 each and registered shares of par value CHF 20 each, in order to reduce the Com- 
pany's share capital by a maximum of 10%, equivalent to a reduction of a nominal value of 
CHF I7'209'500. 

105’628 bearer shares of par value CHF 100 each and 179*471 registered shares of par value CHF 
20 each have been repurchased by the Company pursuant to the offer published on November 3, 
1997, equivalent to a nominal value of CHF l4 / 152’220 or 8.22% of the share capital of the Com- 
pany. 


Cable quartet plans pay-per-view 
films for phone-only customers 


Geneva, November 13, 1997 
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By Christopher Price 
in London 

Cable customers would be 
offered the latest Hollywood 
films without subscrlblz^ to 
a television service under 
plans being developed by 
four cable companies. 

Telewest, NTL, General 
Cable and Diamond Cable 
are considering offering 
their pay-per-view (PPV) film 
channel, which wiU be 
launched In competition 
with BSkyB in the next few 
months to telephone-only 
subscribers. BSkyB Is the 
satellite TV network in 
which Mr Rupert Murdoch's 
media empire holds the big- 
gest stake. 

Phone customers would be 
able to buy a set-top bos for 
receiving films. These would 
be paid for film by film. 


This would be a radical 
departure in the pay-TV 
market, where BSkyB, the 
dominant supplier, has 
insisted on customers taking 
some of its premium services 
before receiving PPV events. 

Although the broadcaster 
has softened this approach, 
its latest agreement with 
Cable and Wireless Commu- 
nications, the biggest 
group, still requires sub- 
scribers to take some BSkyB 
channels before qualifying 
for PPV. BSkyB recently 
launched its PPV Channel as 
Sky Box Office. 

The four cable groups, 

which represent about 40 per 

cent of the UK's 3m sub- 
scribers, have negotiated a 
non-exclusive film deal with 
the Warner Brothers studio. 
Another, thought to be with 
Sony, is expected to be 


unveiled shortly. Talks with 
a further four studios are 
being pursued. 

With the advent of digital 

television, scheduled for 
next spring, the PPV film 
service will eventually 
occupy up to 100 channels 
broadcasting more than a 
dozen films st a rt in g at inter- 
vals of not more than half an 

hour. 

Offering PPV films to tele- 
phone-only subscribers will 
help the cable companies 
break through the low pene- 
tration rates for PPV. Aver- 
age penetration for cable as 
a whole is about 26 per cent 
of these households able to 
receive a service. The figure 
is lowe- stffl for television 
only. 

By including telephone- 
only customers - who repre- 
sent about 30 per cent of the 


cable market - the consor- 
tium will Increase its poten- 
tial audience significantly. 
Although the groups are not 
paying in advance for the 
films they will be showing, 
the studios will receive a 
broadcast fee. as well as 
some of the PPV takings. 

"Widening the audience 
through the inclusion of tele- 
phone-only subscribers will 
greatly improve the econom- 
ics of the deal,” one cable 
company executive said. 

Some cable companies, in 
particular NTL. have 
attempted to lift penetration 
rates by offering a low-price 
entry package for combined 
telephone and television. 
This has had some success 
and has begun to be adopted 
across the industry. 

Price war. Page 15 
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Another Great Canadian 
arrives in New York. 

l 




Today, a great Canadian bank, Canadian Imperial Bank of Commerce (CIBC), will list on the 
New York Stock Exchange with ticker symbol BCM. To mark the occasion, the opening bell will 
be rung by the other Great One, Wayne Gretzky. 


CIBC is North America’s seventh largest bank, with assets of US$174 billion. CIBC’s two strategic divisions, the 
Personal and Commercial Bank and CIBC World Markets, provide clients in North America and internationally with the 
best in personal, commercial, investment banking, and securities brokerage services. 

CIBC is listed on the Calgary, Montreal, Toronto, Winnipeg and Vancouver, as well as London Stock Exchanges. 



CANADIAN IMPERIAL BANK OF COMMERCE 


Approved for distribution In the UK by CIBC Wood Gundy plc.regulated by SFA. 
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TECHNOLOGY 


Laura Tyson reports on soaring rates of diabetes in newly prosperous Asian countries Worth Watching • Vanessa Houlder 


C hina’s oldest existing 
medical text describes 
diabetes as an illness 
that “makes the mouth 
taste sweet" and named it the 
“thin-thirsty disease". 

But authors of the Yellow 
Emperor’s Internal Classic, writ- 
ten 2.200 years ago, could 
scarcely have predicted that the 
rare and debilitating blood sugar 
disorder of ancient China ’s pam- 
pered elite would become an 
alarmingly common middle-class 
afflicti on 

As World Diabetes Day - 
November 16 - approaches, 
newly Industrialising countries 
across Asia are facing what has 
been described as the “great epi- 
demic of the 21st century". 
November 16 is the birthday of 
Fred Banting, a Canadian physi- 
cian who. In 1921, discovered 
insulin, a compound needed to 
break down sugar, which diabet- 
ics are unable to produce natu- 
rally. 

The World Health Organisation 
and the International Diabetes 
Federation have warned about an 
“Impending explosion" of diabe- 
tes among adults throughout the 
world, especially in Asia. New- 
found prosperity has meant bet- 
ter food, more leisure time and 
less physical labour. But eco- 
nomic progress has a downside. 
An affluent and sedentary life- 
style has led to soaring rates of 
diabetes, which often goes undi- 
agnosed amid the host of other 
ailments that it causes, placing a 
burden on health care systems. 

“Studies suggest that the prev- 
alence of Type 2 [adult onset] dia- 
betes is increasing enormously In 
this region.” says Boniface Lin, 


T he lack of a loving; 

motherly touch eariy In 
life can affect the 
development of an infant’s brain, 
and may lead to life-long learning 
problems, according to new 
studies. 

While it has king been known 
that infants who are deprived of 
their mother fail to grow 
normally physically and 
mentally, researchers are 
discovering that motherly neglect 
has long-term biochemical 
consequences. 

In a new study of Romanian 
orphans. Harvard Medical School 
psychologist and neuroscientist 
Mary Carlson found that without 
mo th win g, levels of a critical 
stress hormone rise substantially 
in a child’s brain. And in new 
animal studies, the lack of 
maternal care for even brief 
periods of time caused an 
unusual rise in stress hormones 


Mortal cost of 
sweet success 



The downside of progress; Asian countries are f a cing an “impending explosion” of di 


rhairnyjm of the graduate insti- 
tute of clinical medicine at 
National Taiwan University Hos- 
pital and one of the country’s 
leading diabetes specialists. 

Diabetes is now the fifth high- 
est cause of mortality in Taiwan. 
and is rising the fastes t in the 
last decade, incidence has dou- 
bled. A 1992 survey by the Geron- 
tological Society in Taiwan found 


that the prevailing rate of inci- 
dence among residents aged 65 
and older was 26 per cent. In 
Singapore, a 1975 study showed 
the incidence of diabetes in 
adults to be 2 per cent In a 1992 
study, that figure had risen to 8 
per cent A recent study In Hong 
Kong indicated that 31 per cent 
of men and 32 per cent of women 
65 and older were diabetic. 


Becton Dickinson, the US medi- 
cal products manufacturer, sees 
opportunities amid growing 
demand for diabetes care, and 
last month helped launch 
Taiwan's first diabetes founda- 
tion. CUtteO chairman 

of Becton Dickinson, stressed the 
need for better treatment and 
education In Taiwan. 

In urban areas, the Incidence Is 


significantly highs-. “In cities, 
people eat more refined foods and 
get little exercise such as walk- 
ing, riding a bike or outdoor 
work," Dr Lin notes. 

He cites a survey which 
showed that for people aged 40 
and olds-, 9 per cent of those 
living in the capital. Taipei, were 
diabetic, compared with just 5 
per cent of countryside dwellers: 
Studies In China indicated that 
overall rates woe lower, but the 
same differential between urban 
and rural areas existed. 

Diabetes Is closely linked to 
obesity, a growing problem 
worldwide. Obese is defined as 20 
per cent or more over one’s ideal 
body weighL 

In Nauru, a tiny island in the 
South Pacific, many residents are. 
obese and about one-third are 
diabetic -■ among the highest 
incidence rate In the world - a 
situation am expert attributed to 
"coia-fsatten”. 

When blood glucose levels are 
not carefully controlled, many 
associated conditions can result 
In the US, the leading cause of 
adult blindness is diabetes. 
In Taiwan, the majority of 
foot amputations are due to 
nerve damage associated with 
diabetes. 

A chief cause of renal failure Is 
diabetes, i^nig to the need for 
costly kidney dialysis. Thirty per 
cent of patients on kidney dialy- 
sis in Taiwan are diabetics, up 
from 20 per cent two years ago. 
In Taiwan. 19 per cent of resi- 
dents aged 40 and over have high, 
blood pressure. Among diabetics, 
the figure is 38 per cent. Hyper- 
tension increases the risk of 
strokes. 


Touching tale of motherly love 


that altered the brain’s circuitry 
and even killed brain 

“We think these effects are just 
the tip of the iceberg and I fear 
that it might have im pTinatinna 
for humans,” says Mark Smith, a 
researcher at Dupont Merck 
Research Labs In Wilmington, 
Delaware, who recently 
presented his animal studies at a 
meeting of the Society for 
Neuroscience. 

Dr Smith found that brain cells 
die at a much higher rate in 
infant rats separated from their 
mothers for just one 24-hour 
period. The death of brain cells is 
a normal part of early 
development through a process 
called apoptosis or programmed 
cell death. Cells in effect “commit 
suicide" to make way for further 


growth. But in Dr Smith's 
neglected young rats, the number 
of cells committing suicide 
doubled. 

L ack of a motherly touch for 
even brief periods of time 
also causes an abnormal 
response to stress, characterised 
by increased levels of stress 
hormones in the brains of 
animals, according to other new 
studies presented at the meeting. 
But that abnormal response can 
be quelled with just the slightest 
touch, according to the research. 

Stress hormones orchestrate 
the body’s response to stress, 
causing the body’s organs to 
work harder; and, in excess, 
these hormones can lead to a 
greater risk of such illnesses as 


heart rtiwagp rtiahptac anil 
depression. Brain researcher Ran 
de Kloet, of the University of 
Leiden, the Netherlands, found 
that very young rate developed a 
“very vigorous stress response in 
the brain”, after being separated 
from their mothers for 24 hours. 
But when the rats were stroked 
with a warm, moist artist's 
brush, alrin to licking, for 45 
seconds on three occasions, 
str es s hormones in the brain 
returned to normal. 

Dr Orison’s study of 
Romanian orphans mirrors the 
finding s in animals CT»»wag 
Twfiitgnrerf early in her career by 
the classic studies of the late 
Harry Harlow of the University 
of Wisconsin who showed how 
infant rhesus monkeys raised in 


jwrrtatlnn ffnm tftgjr mother s 
became extremely apathetic, 
rocked back and forth 
repetitively, and were unable to 
play. When she saw a television 
programme about the orphans in 
Romania she noticed that the 

dilMw m wtiihHri fho wiw> 

behaviours as Harlow’s monkeys. 

Dr Carlaon’s study showed that 
infants and youngsters living in 
orphanages have abnormal levels 
of a stress hormone called 
cortisol, and rhfl riren with the 
most abnormal levels, scared 
lowest on test s of mental ability. 
“These children were so 
profoundly affected,” she says. 
“Gan you imagme a child of three 
who doesn’t laugh, cry or speak?" 

Marjorie Shaffer 




The Smart Shoe* uses a 
«k<n and nfeZO 






Fugitives face 
identification 

You rati run but you cannot 
hide. Researchers have 
developed a new generation of 
surveillance equipment that is 
capable of recognising 
Individual faces In a crowd. 

- Researchers at the University 
of Southern California and the 
U niversity of Bochum In 
Germany have developed a 

videoprocessing system which 

minrics the way that the brain 
is thought to recognise images. 
Traditional fee* recognition 

software generally requires a 

dear photograph of the person 
looking directly a* the camera. 

The “Mugspot" system can 
often identify someone from an 
unclear picture - even If they 
are wearing sun glass es, beards 
or a different hairstyle, by 
comparing the image with the 
several hundred feces In its 
memory. 

The camera equipment could 
be sited at road junctions etc, 
to help identify known 
foghtves. In banks, 
surveillance cameras could 
identify people semi at previous 
bank robberies. 

Univer sity of Southern 
California .* US, tel 213 74Q221S; 
uxb, toawMSc.edu 

Absorbing the 
shock of Impact 

Riding a mountain bicycle at 
speed over changing terrain 
tests its suspension to its 
Unfits. Now, a computerised 
suspension control has been 
developed to give mountain 
bike riders a smoother ride and 
improve contact with the 
ground. 

Active Control Experts, 
which pioneered the use of 
electronic shock absorbers In 
skis, has developed the “Smart 
Shock” device in conjunction 
with K2 Bike and Noieen 
Shocks. 


computer Chip 
electric valves - 
shape when they receives an 
piectrica! signal. A sensor 
constantly “rends" the terrain 

piezoelectric actuator. 

•gyrjs:2s“--i 
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6175778700; uxb, wwa.OCX.COm 

Transparent film 
watermark 

Researchers at the 
Massachusetts Institute of 
Technology have developed a 
method for creating 

transparent films that can act 

as magnetic “watermarks or 

os bo&t-ftbsorbBit coatings for 
window glass. 

The MIT researchers have 
found a way of putting smau 
particles Inside the film so they 
stay permanently *n position. 
The particles are minute, 
transparent specks of materials 
m if-h as iron oxide, copper or 
silver, which are just one to 10 
nanometres (a billionth ofa 
metre) in diameter. 

If the film has a watermark 
with iron oxide nanodusters 
embedded in it, it has a 
particular magnetic signature 
that cannot be erased. Copper 
nrMo is able to absorb infrared 
radiation, making it potentially 
useful as a heat-absorbent 
additive to glass or plastics. 

MIT: US, tel 6172532700; http: 1 1 
web.mit.edutncasQffice/a!l 097/ 
octOSfcohenJUml 

Defence against 
cancer mutations 

Scientists in Israel have 
identified a mechanism which 
allows file cell to make 
emergency repairs to damaged 
genes. It gives the cells a 
second line of defence against 
mutations that can potentially 
cause cancer. 

Researchers at the Wetemann 
Institute have identified two 
repair proteins that physically 
fHnrfi themselves to damaged 
DNA, preventing the damaged 
site from multiplying. The 
scientists hope that by learning 
more about these proteins, they 
may be able to strengthen a 
human’s natural defences. 
Wefanarm Institute: Israel tel 

97289343655; web, 
wuno.xoe tg x nann .ac.il 
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World-beating switch 
for the information age 




Deep in the heart of every telecom net 
work are the switches that route traffic 
through the network, and also provide 
the ‘brains’ for mare sophisticated net- 
work operation techniques, and new 
services for end users. 

These switches are invisible to users, 
but they are critical to the flexibility, 
efficiency and economy with which end- 
user services can be marketed. 

It's a specialist fteki rn which Ericsson 
has a uniquely strong position. On a 
world scale, fixed telecom networks in 
120 countries and mobfle networks in 
some 95 countries are buRt on Ericsson 
switches. 

The system that has gtven Ericsson 
such a world lead is called AXE. It is the 
most widely-deployed switching system 
in the world today, supporting over 
130 mSflon fixed fines and over 60 ml Bon 

mobile subscribers. 

Continuous evolution 

As the needs of the fixed and wireless 
telecoms Industry sectors have evolved, 
so the AXE system has proved itself 
capable ol constant evolution, to offer the 
right network aid service capabilities at 
the right time. 

Right now, the AXE system is going 
through another significant development 
phase, end being reacted for the informa- 
tion age, where it wHI support such new 
telecom and daiacom applications as 
global mobile sateffite networks, multi- 


meda communications, and next-genera- 
tion wireless networks. 

As part of this latest phase of devel- 
opments, the processing power of an 
AXE switch has been pushed up again. 
Meanwhile, file physical size, the electrical 
power consumption and the maintenance 
needs have all been significantly 
reduced. These and other system 
enhancements will allow networks to be 
operated more efficiently. 

Switch into an 
open architecture. 

Over and above afi these specific tech- 
nical developments, however, is the feet 
that the AXE system has moved on far 
beyond its original function of a switch. 
tt is increasingly becoming an open 
architecture, containing a growing range 
of industry-standard hardware and soft- 
ware, with open-standard access inter- 


Devekipmerrt work on AXE is a continu- 
ing process, and over the next few years 
the company expects to introduce further 
increases In processor capacity, through- 
put, and switching capacity. 

The goal -is to ensure that the AXE 
system stays at the heart of network 
developments as the Information era 
takes shape, delivering ail types of voice, 
data and multimedia service for wired 
and wireless users, and fitting into all 
types of network infrastructure, large or 
smalL 


New laser source for 
optical networks 



An important sector for Ericsson 
Components is the development and 
production of optoelectronic devices 
such as lasers and detectors, as well as 
fuHy integrated fibre-optic modules for 
use In digrtai transport networks. 

A recent new product that highlights 
this activity is this laser module for use in 
Dense Wavelength Division Multiplexing 
P-WDM) telecom systems. 

The PUT 20108 is designed for use in 
optical fibre transmission finks of up to 
600 km, with In-fine amplifiers. It acts as 
the source for an Optical Supervisory 
Channel, transmitting monitoring and 
alarm signals between the in-line 
amplifiers. 


Stylish new mobile 
for trendsetters 

This new GF 768 phone for GSM 
networks not only looks good, with its 
bright colours and optional cany cases, 
but also offers some exciting new 
functions that will appeal to people who 
enjoy an active lifestyle. 

Measuring just 105 mmx48mmx23 mm, 
it has a single-level menu for speed of 
use, and simple YES and NO keys. The 
Alternate Line service Ms users have two 
lines with different numbers; while the 
Scratch Pad feature lets them key in a 
number while they are talking, avoiding 
the need for pen and paper. 


New record for 
quarterly earnings . 

Ericsson's resttis for the firs? nfne 
months of 1997 show order book- 
ings, net safes and income aB sharply 
nigner. 

Order bookings were up by 41%. 
at SBC 134,740m; net sales up by 
44% at SEK 112,017m; and pre-tax 
Income up to 65% af SEK 10,325m. 

These results signal the 24th 
consecutive quarter In which the 
company* order bookings have in- 
creased. Income for the third quarter 
of 1997 also seta new record for the 
co mpany. 

This has been achieved against a 
market background at which com- 
petitors are becoming more active 
and more aggressvcL fn countering 

die Increased competition; Ericsson 
is focusing on sh orter lead tinea for 
dme-to-customer (TTC), and time-to- 

marirBtfTTM). as we8 as higher quaSy 
and increased haxto&ty. Measures 
that delude cost control, rabonaSsa- 
tion and Improved efficiency have 
enabled the company to maintain 
gross margins and improvide the 
profit margin. 

Commenting on the results, 
Ericsson GEO Dr Lam RamqvistsaJd: 
XStobal growth In &e number of motte 
telephone subscribers continues, 
with the system standards suppBed 
by Ericsson strengthening their 
posftion. Ericsson has thus been able 
to consolidate ha leading market 
position. The Mobile Phones and 
Terminals Business Area cartfcuesto 
develop very strongly wBhadoubBng 
of sales.’ 


BT selects Ericsson 
optical networking 
technology 

In theory, the Information capacity of 
optical fibre transmission systems is 
virtually unlimited. In practice, the 
capacity Is limited by the performance 
of the transmitting and receiving 
equipment at either end of the fibre. 

If technical solutions con be 
developed to allow optical fores already 
In the ground to carry more Information, 
it will allow telecom oper a tor s to handle 
traffic growth without needing to lay 
down more optical cables. 

This is why a recent announcement 
from the UK is Interesting. The Ericsson 
Optical Network (ERION) system Is to be 
used by BT in a Denso Wavelength 
Division Multiplexing (DWDM) pilot 
project 

ERION optical networking technology 
allows foe Information capacity of current 
generations of transmission equipment 
to be maximised, and provides a 
migration path to future transport 
systems based on ATM and fast IP 
Interconnect 

Towards the third 
generation 

Ericsson, Akstel, Nokia and Siemens 
have announced their support for 
standardisation of a future third- 
generation mobile system - known as 
Universal Mobile Telecommun-lcations 
System (UMTS) - to be based on an 
evolved core GSM network. 

Commercial services based on UMTS 
are expected to be launched in the year 
2002, in the 2 GHz frequency range. The 
technology w&l be able to deliver high 
data rates for appfications such as high- 
speed Internet/lntranrt access, electronic 
multimedia maB, and fuD-motion video. 

The four companies 
say that wideband % 
wireless multimedia 
applications would use 
a Generic RacBa Access 
Network (GRAM) 

interfaced to second- 
generation GSM net- ^Js |llll§f| 
works. Becausethe2GHz 

frequency band has also 
been designated by the ^M|P|||r 
ITU for global, next- 
generation mobile 

services (TMT-2000), the 
companies also support ^®i§| 
alignment of the International | 

standardisation of UMTS and MB 

IMT-2000 network interlaces. dl 


Internet access to - t 
mobile phone service 

In a pioneering application of the 
internet as a mainstream business 
communication channel, a Swedish 
digital mobile phone operator has 
become the first in the world to use the 
Internet as a way for subscribers to 
request information, and configure how 
their phone service works. 

Using Ericsson’s Consono Call Centre 
solution, the new EuroManager service 
concept Introduced by Eurapofitan 
provide s a WWW site that subscribers 
can access. They can retrieve 
frrfbrmBtion from S, and control how their 
call diversion should operate. This 
information is automaticatiy transferred 
to the mobile switching system. The 
subserber can also request information 
from the customer care centre, and 
specify how (and when) this ^formation 
should be supplied: either by fax, amafl, 
short message service or phone cal 

This same technology could also be 
used by businesses such as banks and 
commercial organisations that seek to 
Introduce Innovative ways of building 
closer relationshfes with customers. 

Ericsson first with enhanced 
GSM voice quality 

Ericsson has become the first GSM 
network equipment suppBer to put into 
commercial service the latest Enhanced 
Fun Rate (EFR) technology that delivers 
wireline voice quality in GSM mobile 
phone networks. 

It was Introduced into Hong Kong's 
GSM 900 SmarTone network In early 
September SmarTbne has Hong Hong's 
largest GSM network, with more than 
400,000 subscribers. 

Commenting on the development, 
SmarTone Chief Executive Officer 
Mr Hubert Ng said: The launch of EFR 
is an important milestone in the 
development of our network.’ 

As well as being the only network 
supplier to support EFR, Ericsson also 

offers the GH 688 mobile telephone ~ the 
only one on the markettoday that meets 
k an EFR requirements. 
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World round-up 

Mantt fciMdtanaK: Besson has total a 
irirafiy state kiJwfoor Networks. a NjJv 
pertcrrarx^rwtvvofkmg 
Mountain View. CaWfomta. Ericsson’s 
Cybartabin Menlo ftak. Cafibrria. w« wok 
~ together wfth Juniper Networks to create 
eriutions for large Prwworte. 

GSM duet-bend phones: Eddy in 1988. 

GSM wtebaa network operaots «d be able 
to otter inefr subaerfeers attended roaming 
possibilities, thanks to a new Ericsson 
portahfe phone t ha rifersbuthG9d900and 
DCS 1800access. Iha SH 888 and SF 888 
ptanB&bsvebiA'innxxterofcx correction 
to Personal Computers, and standarda- 
baaed Mra-rad connection to a range ot 
peripherals. Uaets do not have to seteci a 
particular frequency band. The phone 
■torraticafy searches for and eorneefe to 
the moat appropriate network. 

USA: F our P ersonal Communication 
Services (PCS) hfiaamjetureordars Bustrata 
toa ran^ of technology Ericsson rites tor 
the West phase tf wastes network rotiout 
WSwRt Motf&y r©3 alffwd a tetter ri intent 
with Ericsson to supply a D-AMPS 1900 
05-136TDMA) wtototo network irtastructura 
sb the basis of ftrecnal Commu nfcati on 
Services (PCS) covering a* Basic Tracing 
Areas (BlAs). h B oaton a nd Mtomt. Ericsson 
is to supply GSM 1900 PCS network 
WnstajourtaB worth up to USD 2S0 mitai 
far Grripcrt Ocrnrrurtostions Services Inc. 

« Kartu^arxl T&rnessee, Ericsson is to 

supply PCS nriMwto baaed an too GSM 
sy*»m to PowerteJ tne. And -for the 
. Vte8hino*DiVB«imore area. Ericsson has 
skped a three-year contract with APC 
ronerfagsrtansianrilhsGSM-bosedSprvt 

Spectrum rework 

'Rnfcsy: lljrkro8. 'Rakey’s largest GSM 
ntfvM^apoatof;wim89D000 subscribers, 
haft a ward ed Ericsson a turkey contr a c t 

wrthUSD.IfflmBontaexpandtisnatwoik- 
CtrttocStartef, Cute 1 * largest wfretess 
network operate has placed attars with 
BfasaomcteSfig USD 8? rattan Ms year 
The latest, worth USD 36 mfllton, la to 
increase , capacity and coverage, and 
ndufes file latest Ericsson RBS 884 dual- 
r ^eratogd^ b a sBatiffluiM. 

Jtoate Btcaaon has received ks second 

Qrttefa fanapertnenMvwdebarriCDMA 
g aten to s upport next-generation witbIbss 
nww^^ser w^TtetetattaderBkom 

the system 

will support data transfer rates up to 
tater B ^ 3ansto fe 


giwu»-c«cssonnasatsoagned8VBe j vaar 

taro a q werrie rt Bwrm the ttveacomperies 

torch Repute Ericsson has won Bs fir® 
orcter to euppiya 0*MPS &136 wtatea 
fiffiwjffOtirialBtopaLWteaUSDSPtiMan 

wawror a 'fixed wiratanf system to brfag 

j gB wffirwroS services based on the 
qotel & AkffS(|S.i3QandflnaioQAhP5 

fteendc flSBy.fatoa^igaUSD 193rr*on 

net^aqaensxmprogetmwiortho three 
■ TWetonica CorwrtMdones 

resonate 

Tetefonaktfeboteget UU Ericsson. 
S-126 25. Stockholm, Sweden. 

Worm^mmivdamamJ 
cuti but can be addressed ac 
www.sricsscxLeoRt 

nenttoeoutm. 7?«trcofnotetfeujB H aefti 
r uff.??? rteyarta. mooBa phontaanf 
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D emi Moore is; we 
know, a great enrvi- 
vor. Badb Tear - -she 
survives films that 
would put most act: 
r esses on the scrap-heap. The 
Scarlet Letter , Striptease, The 
Juror. Moore comes out Agfa ting 
from each, with that gritted Jaw, 
that slash of a lower Up, that 
voice like loose gravel Her body 
language is fluent Amazonian,, 
often with nothing covering the 
body to impede articulation. 
Today, having acted in sHghtly 
fewer bad films than arch-rival 
Juba Roberts, she is the highest 
paid actress in Hollywood^ After 
GJL Jane she almost deserves to 
be. As an exercise in brain-defi- 
cient gung-ho, Ridley Scott’s film 
makes Top Gun seem like All 
Quiet On The Western Front, 
Moore plays the first woman 
trainee in the Navy SEALS, Amer- 
ica's answer to Britain's SBS. She 
is set up to fail by Washington 
schemers, who want to pay Up 
service to equality in the forces 
without actually ensuring it 
Anne Bancroft snarls in a 
southern accent as her sponsoring 
Senator. Then Viggo Mortens en 
snarls with a moustache, fist and. 
book of DJL Lawrence poems as 
the vicious-but-sensitrve SEALs 
training chief. Can Demi keep tip 
with the men as they run through 
mud. climb assault-course walls 
and heave dinghies? And when 
they play P.O.W. games in the 
Florida swamps, with Mortensen 
beating the bejeesus.out of thorn . 
and appearing to be about to rape 
Moore (though who can tell 
through Scott’s smoky backlight- 
ing?), will she snap? 

If only. She up lwnting her 
men into a real fracas in Libya, 
when for 15 minutes the war 
games become real. But not so 
real that we actually believe 
them, any more than the rest of 
the fnm, 

Didn’t Ridley Scott once make 
The DueUists, Alien and Blade 
Rurme/T He now seems to be turn- 
ing into his brother Tony (who 
made Top Gun); except that while 
Tony alternates rubbish with 
occasional bravura redemptions - 
True Romance, the underrated 
Ravage - Scott’s regress Is more 
linear. Like the British director’s 
last film White Squall, GJ. Jane is 
full of pitiful guff about people 
proving themselves the American 
way: by yelling, perspiring, orat- 
ing and conquering impossible 
odds to insufferable music. 

★ 

Kevin Smith’s Chasing Amy is so 
good that we think we must be 
missing some small, crucial 
defect. Otherwise, why were we 
not warned that this is the best 
American independent film of 
recent memory? 

Some US critics complained . 
that it was not as fhnny as 
Smith’s debut Clerks, that Taran- 
tino-ish taUrfeast set in a conve- 
nience store. But it. doesn’t need 
to be. It is a profound, wonder- 
fully abrasive picture of amorous 
torment. Comic-book creator . 
Holden (Ben Affleck) foils in love - 
with capricious blonde lesbian 
Alyssa (Joey Lauren Adams), to 
his own bemused frustration and 
the jealous annoyance of his art- 
ist-partner Banky (Jason Lee). 


A ny production of A V&m 
from the Bridge depends 
absolutely on the actor 
playing Eddie Carbone 
for its success- Just as the long- 
shoreman has to cany huge loads 
to earn his living, so too the char- 
acter has to cany the weight of. 
the play on his back. Arthur 
Miller has written that he was 
interested in presenting the story 
as a Greek tragedy, in which it 
was not what would happen next, 
but how it would happen that pro- 
vided the dramatic tension. So we 
know from the outset that. Eddie 
is heading for tragedy, whether 
we care about him is up to the 
actor who must hold us aghast yet 
sympathetic, as he single-mind- 
edly pursues his awful destiny. 



Conquering impossible odds to insufferable music: Demi Moore and Viggo Mortensen in Ridley Scott's ■GJL Jane’ 


Cinema/Nigel Andrews 


Gung-ho guff the American way 


Matters looks bad; then get better; 
finally get worse. For even when 
Alyssa startles him by returning 
his passion, the writing is an the 
wall. It says, “Like and unlike 
don't rata". 

The writing on the movie frame 
says that and more. Smith doodles 
with themes of identity, will and 
the self-delusions of desire. No 
interest group behaves as it 
should. Gay men distrust gay 
women; gay women fall for 
straight men; straight men 
(Banky) might turn out to be gay. 
Emotional storms come from a 
dear sky - almost literally when 
Smith pours torrential rain an his 
ch a rac te r s in one funny-appalling 
quarrel scene. And we hardly 
know whether to laugh or cry 
when Holde n pinks, as the way to 
solve his problems, the one option 
that will drive Alyssa straight 
from his life. 

American reviewers, who no 
longer recognise life except as 
pasteurised by Hollywood, were 
probably shocked by so much 
straight-from-the-udder tragicomic 
candour. Smith milks every scene 
for meaning and Irony, without 


spuming Jo milk anything at afl. 
Affleck and Lee are very funny as 
the confused would-be anarchs, 
while Adams’s Alyssa is part wait 
part banshee, her tragic arias 
squalled out with no diminution 
of command or credibility in a 
Judy Holliday voice. Sometimes, 
in transatlantic movie culture, art 
that ftnitfltpg life can seem even 
more remarkable than life imita- 
ting art. 

Another day, another maverick 
American. Henry Jaglom's films 
tend to be as good as the people in 
them. Since be has beaten the 
bushes of upper Bohemia (New 
York State division) for the cast of 
Last Summer hi The Hamptons, 
thi« is his best comedy of man- 
ners since Always. The late act- 
ress-teacher Viveca Lindfors and 
the manifestly alive stage director 
Andre Gregory, plus a gifted sup- 
porting cast, fill a Long Island 
mansion with talk and tears, psy- 
chobabble and quarrels - even 
with clima ctic gunshots - while 
rehearsing a production of Chek- 
hov’s The Seagull 

"A barrel of eels poisoning and 
electrocuting each other" says 


G.I. JANE 

Ridley Scott 

CHASING AMY 

Kevin Smith 

LAST SUMMER IN THE 
HAMPTONS 
Henry Jaglom 

_ INCOGNITO 

John Badham 

TRIAL AND ERROR 

Jonathan Lynn 


someone of everyone else. Each 
character is an actor oflstage' as 
well as on. So the drama student 
practising her animal imperson- 
ations (Jaglom’s wife Victoria 
Foyt) is no different from the 
group's goddess-matriarch CLind- 
fors as a surrogate Arkadina). 
whose vatic banalities - "The 
most important is to allow your- 
self to feel what you’re feeling" - 


come from a lifetime of fitfully 
sparking wisdom empowered by 
brief Hollywood stardom (which 
Lindfors actually had). 

At moments Last Summer In 
The Hamptons seems like a serio- 
comic Woody Allen effort, without 
the chic Italian photography. But 
Jaglom does not need chic. 
Though the images are plain, the 
grace Of his best films is in the 
people: In their funny pain and 
their painful idea of fun. The act- 
ing community's awareness of its 
own doomed triviality - "We 
could have been fi ghting child 
abuse or Republicans!” says Foyt 
- gives them the right to a little 
poignant self-i m por ta nce. 

1 hope director John Badham, 
who once made Saturday Night 
Fever, had his tongue in his cheek 
while making Incognito. His 
tongue would have needed the 
rest after studio-pitching this 
thriller story. Handsome art 
forger and murder suspect Jason 
Patric, son of brush genius Rod 
Steiger, foils for beautiful French 
professor Irene Jacob and escapes 
with her from London on the Ori- 
ent Express. But after jumping off 


Theatre/ Sarah Hemming 


Love and despair of the longshoreman 


At Greenwich Theatre, Des- 
mond Baxrit is superb- An actor 
most often associated with comic 
-roles, he steps effortlessly into the 
dark role of Eddie Carbone. With 
his' balky frame and heavy gait, 
he suggests a m a n for whom life 
has always consisted of hard 
graft. It is easy to understand how 
his niece, whom he and his wife 
have cared- for since babyhood, 
has become the tight of his life 
and how the thought of losing bar 
to the outside world, never mind 
another man , fills h im with dread. 


The danger signs are there 
already in the first scene, when he 
baulks at the idea of her going out 
to work and then finally ' relents. 
Barrtt doesn't move much, but his 
face shines when he sees her and 
clouds over when she makes her 
request And in his adoration of 
ha*, already we can see how his 
paternal love is turning into 
something more inappropriate, 
possessive and troubling. 

Barrit’s performance and 
Rachel Kavanaugh's production 
properly make this overspill of 


love the heart of the play. But the 
other issues at stake also come 
bubbling through. Eddie’s motives 
for dying to block Catherine's 
relationship with the illegal immi- 
grant, Rodolpho, are complex: be 
does sincerely want her to move 
up in the world and he does genu- 
inely doubt the boy's intentions. It 
is the strength of both the writing 
and the playing that we see that 
all this is true, but also that, in a 
play about trust and betrayal, the 
biggest deception is the one that 
Eddie is Inflicting on himself 


It is a play that is stronger in its 
working of themes than in its 
structuring, which nowadays 
seems uncomfortably clumsy. 
Kavanaugh’s production rises 
with its strength and falls with its 
weaknesses; the staging is pretty 
stiff and scdid in places and it is 
not helped by being played out in 
Chris Clay’s lighting, which is so 
atmospheric and low that you 
sometimes have to peer through 
the gloom to make out the fea- 
tures on the cast’s faces. 

The acting is strong, however. 


Eleanor Tremain's pretty, viva- 
cious Catherine and Robert 
Hands’ charming, supple Rodol- 
pho provide a fine counterpoint to 
Barrit’s Eddie; as they swirl 
around the room together, he sits 
motionless, solidifying in his 
jealousy and despair. And Leslee 
Udwin is very good as Eddie's 
wife, Beatrice. Pale and worn, 
she poignantly suggests the 
dilemma of a woman who is des- 
perately trying to pull her 
husband back from the brink, and 
who is struggling to square her 
love for Catherine with her need 
to claw back her own fading 
happiness. 


Concerts 

Far away 
with 
Ligeti 


T he music of Gyorgy 
Ligeti is providing 
tbe Phil harm onia 
with a passport to 
traveL Mid-way through its 
Ligeti retrospective, the 
orchestra has its tickets to 
Tokyo, Paris and 11 other 
cities worldwide - all 
thanks to enlightened spon- 
sorship on the part of its 
president, Vincent Meyer, 
and the Meyer Foundation. 

Now 74, Ligeti has become 
very much the international 
composer. In fact, in artistic 
terms, he abandoned his 
roots years ago. Hearing his 
Lontano in the first of the 
Fhilhannonia's two concerts 
in tbe past week at London’s 
Royal Festival Hall, one 
appreciated how apt the 
title is - “far away" not 
only in its hazy horizon of a 
sound-world, but also dis- 
tant from the musical styles 
in which he was educated. 

Ligeti has been nothing if 
not individual, a tirelessly 
inquisitive mind, teasing 
out new sounds, turning old 
ones upside down, often 
with his tongue In cheek. 
Clocks and Clouds, which 
lends its title to the Philhar- 
monia’s whole two-year ret- 
rospective. could have been 
written by nobody else. 
While the orchestra experi- 
ments with micro-intervals, 
a small band of female sing- 
ers grants and yelps. Is the 
audience meant to ponder 
the music deeply or giggle 
surreptitiously? Probably 
the former to judge from 
Ligeti's programme note, 
but one never quite knows. 

I n Tuesday's perfor- 
mance the ladies of 
London Sinfonietta 
Voices threw them- 
selves into the piece and the 
Philharmonia gave it what 
seemed to be precision 
playing under its conductor, 
Esa-Pekka Salonen. There is 
a real pleasure in being 
guided through Ligeti's fas- 
cinating exploration of 
sound with such expertise. 
The famous Atmospheres 
(used by Kubrick in tbe film 
2001) mixed textures of 

beauty and originality. The 
only weak item was the ear- 
lier Apparitions (1959), in 
which Ligeti plays a 
naughty boy trying to 
shock. Music has followed 
him as far as possible down 
this road and in the 1990s 
has come back again. 

Each of the two concerts 
was filled out with attrac- 
tive extras. Last Thursday’s 
programme had Mitsuko 
Uchida in a concentrated 
performance of Bartdk’s 
First Plano Concerto and 
Salonen putting Scriabin's 
Poeme de Textase under a 
modern spotlight rather 
than a post-romantic glow. 
Tuesday's was well planned: 
alongside luminous Ligeti 
we had Debussy’s Nocturnes 
and a rare performance of 
his La Damoiselle Hue 
(Katarina Dalayman and 
Alice Coote the fine singers) 
together with Ravel's 
Daphnis el Chloe Second 
Suite - all featuring tex- 
tures of pristine Gallic exac- 
titude. The Pfailharmonia’s 
"Clocks and Clouds" Ligeti 
retrospective starts ticking 
again next May. 

Richard Fairman 


in Kent they run a gauntlet of 
twists, turns and local yokels 
before returning to clear Patric’s 
name. 

Steiger must think he is in King 
Lear . with his soaring vowels and 
vein-bulging facial expressions, 
while the other actors all know 
they are in a Franglais 39 Steps. 
We shouldn't laugh, but we do: 
whether at Patric jaunting off to 
Paris early on wearing the statu- 
tory painter's beret, or at Jacob 
asking. “Are yon an artist?” when 
she bumps into his cafe table 
aswirl with charcoal scrawlings of 
Notre Dame. Two tense well- 
crafted sequences depicting the 
nitty-gritty of forgery belong in a 
different and better, though less 
funny, film. 

Trial And Error subjects us to 
both commodities. Comedy direc- 
tor Jonathan Lynn (My Cousin 
Vinme) plonks lawyer Jeff Daniels 
and actor friend Michael Richards 
(Seinfeld's Kramer) in a desert 
town with a court case, and waits 
for hilarity to ensue when they 
swap roles. After 98 minutes of 
misfiling gags, he and we are still 
waiting. 


Greenwich Theatre, London SE10 
to November 29 (0181-858-7755). 


International 




J 


■ AMSTERDAM 

DANCE 

Het Muziekthester 

Tel: 31-20-551 8911 
Bill T. Jones/Amie ZaneDarce 
Company: Blue Phrase, Balled, 
New Duet and Ursonate; 

Nov 14, 15 

OPERA 

Het Muzfektheater 

Tefc 31-20-551 8911 
Cosi Fan Tutte: by Mozart 
Netherlands Opera production, 
conducted by Ivor BoAon in a 
staging by JOrgen Flimm, with an 
entirely new cast; Nov 13, 16 

■ BERLIN 

DANCE 

Deutsche Oper 
Tel: 49-30-34384-01 
Deutsche Oper Batfet premiere 
of Rosalinds, choreographed by 
Ronald Hynd to music by J. 
Strauss; Nov 18 

OPERA 

Deutsche Oper 


Tet 49-30-34384-01 
Die Zauberflfite: by Mozart 
Staged by GOnter Kramer, with 
sets and costumes by Andress 
Reinhardt; Nov 16 

■ BRUSSELS 

DANCE 

La Monnaie Teh 32-2-229 1211 
Soate de Percussion: new 
production choregraphed by 
Anne Teresa de Keersmaeker to 
music by Magnus Lindberg, 

Steve Reich and Thierry de May; 
Nov 13, 14. 15. 16 

■ CHICAGO 

OPERA ■ 

. Lyric Opera of Chicago 
Tel: 1-312-332 2244 
kJomeneo: by Mozart Conducted 
by John Nelson In a staging by 
John Copley. Cast Includes 
Mariefla Devia and Pterido 
Domingo; Nov .16 - 

■ EDINBURGH 

EXHIBITIONS' !: Jv V 
National QoHmy of. Scotland. 
Tet 44-1 31-624 6200/ " .. , 

Dtscoveringthetftafian Baroquei 
The Denis MronpOBection. 
Consisting gf.iTth and; 18th . 
century by . 

Guercfno, GUkB'BeriLand 
Domenlchuxj. ambhg others^ 
collected by Mahon stipe the 
1830s. The exhibition was in.' . 
London until May;, to Feb 15 

■ HOUSTON 

EXHIBITIONS 

Museum of fine Arts, Houston . 


Tel: 1-713-638 7750 
The Dark Mirror, Picasso: 
Photography and Painting. More 
than 300 works, the majority of 
them photographs, which will 
illustrate the relationship between 
the various media in which 
Picasso worked. The display 
includes studies of works in 
progress, self-portraits, and 
photographs of Rousseau and 
Braque. The exhibition has been 
seen in Paris and will travel to 
Japan; opens on Sunday 

■ LONDON 

CONCERTS 
Bar bican HaQ 
Teh 44-171-638 8891 
The SibeHus Cycle: Sir Colin 
Davis conducts the London 
Symphony Orchestra in 
Symphony No. 1 and Symphony 
No. 2; Nov 16 

OPERA 

Engfish National Opera, 

London Coliseum 
Tet 44-171^632 8300 
•' Fal sta ffc Jay Verdi. This 
co-production with Opera North, 
first seen jn Leeds; is conducted 
byOohnfinyi and directed by 
Matthew Warchus. Cast includes 
■Alan Opie In the title rote; Nov 
15. 19 

# From the House of the Dead: 
by Janafiek. New production, 
conducted by Brad Cohen in a 
staging by Tim Albery. The 
programme is completed by 
■Twice through the Heart, by 
Mark-Anthony Tumage. 
conducted by Nicholas Kok; 

Nov 13 

The’ Magic Huts: by Mozart 


Nicholas Hytner’s production Is 
revived by David Ritch and 
conducted by Christopher 
Moulds; Nov 14, 20 

THEATRE 

The Pit, Barbican Centre 
Tel: 44-171-638 8891 
Romeo and Juliet by 
Shakespeare. New production 
directed by Michael 
Attenborough and designed by 
Robert Jones. Ray Fearon and 
Zoe Waites are the lovers; to 
Nov 15 

■ LOS ANGELES 

CONCERTS 

LA. Opera, Dorothy Chandler 
Pavilion Tel: 1-213-972 8001 
Los Angeles Philharmonic: 
conducted by Oliver Knussen in 
a programme including works by 
Rimsky-Korsakov and Takemttsu; 
Nov 14, 15, 16 

M MADRID 

OPERA 

Teatro Real Tel: 34-1-516 0600 
La Monnale: touring production 
of Britten's Peter Grimes. 
Conducted by Antonio Pappano 
in a staging by Willy Decker 
Nov 15, 18 

■ NEW YORK 

OPERA 

Metropolitan Opera, Lincoln 
Center Tel: 1-212-362 6000 
La Cenerentola: by Rossini. New 
production conducted by James 
Levine in a staging by Cesare 
Lievi, with designs by Maurizio 
Bald; Nov 15 


New York City Opera, New 
York State Theater 
Tel: 1-212-870 5570 

• Don Pasquafe: by Donizetti. 
New production, premiered at 
GQnvnerglass, directed by Leon 
Major and conducted by Lucinda 
Carver; Nov 14 

• La Bohdme: by Puccini. 
Conducted by George Manahan 
and staged by GrazieHa Sdutti; 
Nov 15, 18 

• Marco Polo: by Tan Dun, 
premiered In Munich last year. 
New production conducted by 
the composer and directed by 
Martha Clarice; Nov 15. 19 

• Xerxes: by Handel. New 
production directed and Stephen 
Wadsworth and conducted by 
George Manahan; Nov 13. 16 

■ PARIS 

CONCERTS 

Thtetre des Champs B ys6oe 
Tel: 33-1-49525050 
Orchestra National de France: 
conducted by Yehudi Menuhin; 
Nov 17 

DANCE 

Op6ra National de Parts, Palais 
Gamier Tet 33-1-43439696 
Paris Opera Ballet mixed 
programme - Soir de f§te by 
Staats, L’Ariesienne by Petit, ami 
La Symphonic farrtastique by 
Massine; Nov 13, 14, 15 

OPERA 

Op£ra National de Paris, Opera 
BastiHeTei: 33-1-44731300 

• Der Rosen kavaJfen by 
Strauss. New production 
conducted by Edo de Waart in a 
staging by Herbert Wernicke. 


Cast Includes Rente Fleming, 
Susan Graham and Barbara 
Bonney, Nov 20, 23, 26 

• Nabucco: by Verdi. 

Conducted by Pinchas Steinberg 
in a staging by Robert Careen; 
Nov 13. 16, 19, 22 

Thtetre des Champs Elystes 
Tel: 33-1-4952 5050 

• Boris Godunov: by 
Mussorgsky. Performed by SL 
Petersburg's Marinsky Theatre, 
conducted by Valery Gergiev 
(Alexandre Polianitchko on Nov 
16); Nov 15. 16 

» Les Fiangailies au Couvent 
by Prokofiev. Performed by the 
Marinsky Theatre of SL 
Petersburg, and conducted by 
Valery Gergiev; Nov 13, 14 

■ TOKYO 
CONCERTS 
NHK Halt 

Staatsoper Unter dsn Linden: 
Parsifal, by Wagner. Concert 
performance conducted by 
Daniel Barenboim; Nov 16 

Suntory Hafl 
Tel: 81-3-3289 9999 

• hro Pogorelich: recital by the 
pianist of works by Bach, 
Schumann and Chopin; Nov 16 

• hro Pogorelich: recital by the 
pianist of works by Brahms, 
Granados and Prokofiev; Nov 19 . 

• Staatskapeile Berlin: 
conducted by Daniel Barenboim 
in symphonies and piano 
concertos by Beethoven; Nov IB. 
23,26 

OPERA 

BunkaKaikan 


Tel; 81-3-3828 2111 
Staatsoper Unter den Linden; Die 
Zauberflttte, by Mozart. 
Conducted by Daniel Barenboim; 
Nov 15. 17 

■ WASHINGTON 

EXHIBITIONS 
National Gallery of Art 
Tel: 1-202-737 4215 
Building a Collection: display of 
recent acquisitions which 
explores the thinking behind 
these additions to the collection. 
Around 100 works on paper will 
be exhibited, ranging from the 
Renaissance to the present 
opens on Sunday 

■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be received in 
western Europe on medium wave 
648 kHZ (483m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 
Monday to Friday, Central 
European Time: 

• NBC Europe 

07JXh FT Business Morning 
10.00: European Money Wheel 
Nonstop live coverage until 15.00 
of European business and the 
financial markets. 

17.30: Financial Times Business 
Tonight 

• CNBC 

08.30: Squawk Box 

10.00: European Money Wheel 
1&00: Financial Times Business 
Tonight 
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Personal View • William Rhodes 

Policies for the people 



COMMENT & ANALYSIS 


Latin America 
must now focus 
on raising the 
living standards 
of all its citizens 



Latm America 
has success- 
fully emerged 
from the dlffi- 
.. cult decade of 
the 1980s by 


foil owing what I call its first 
stage of economic reform, ft 
is time to begin a second 
stage. 

In the first phase, most 
Latin American countries 
embraced market practices 
as well as democratic poli- 
cies. Economic growth rates 
of 4.084.40 per cent are fore- 
cast for the region this year 
and next and inflation 
re mains under control. Many 
countries have joined the 
world’s capital markets and 
have received record inflows 
of direct Investment 

A second stage is essentia) 
- one that will present the 
countries with another chal- 
lenge as well as opportuni- 
ties. This stage must focus 
on increasing social reforms 
while continuing economic 
reforms. 

The politics of economic 
reform promised tangible 
benefits to large segments of 
society. Income per capita in 
the region is now growing 
for the first time since 1992. 
However, the majority of 
Latin Americans have not 
experienced the improve- 
ments in their daily lives 
that reform promised. Chile 
is the only country In the 
region where the poverty 
index has declined. 

In some countries, global 
competition and privatisa- 
tion have taken their toll on 
employment, producing disil- 
lusionment and social 
unrest, which threaten to 
undermine some govern- 
ments' political will to con- 
tinue disciplined reform. 

A successful second stage 
is also vital to maintain the 
confidence of investors - 
both local and foreign - and 
to sustain capital flows, par- 
ticularly direct investment, 
which tends not to flee at 
early signs of trouble. 

Here are eight points that 
countries will need to 


follow in the second stage: 

• Stage-one economic 
reforms. Governments must 
strengthen these efforts, 
which include trade reform, 
privatisation, deregulation, 
tax reform, and the indepen- 
dence of central banks. Their 
successes to date have pro- 
vided solid groundwork for 
the challenge ahead. 

• Employment pro- 
grammes. As employees are 
displaced by the opening of 
the economy and privatisa- 
tion, sufficient new jobs can 
be created only by sustained 
growth and increased 
private-sector Initiatives. 
This reality underscores the 
importance or labour market 
reform, including retraining 
and the upgrading of s kills 
to encourage greater mobil- 
ity. Both public and private 
sectors should support small 
and intermediate businesses, 
for example by promoting 
micro-lending. 

• Health and education 
reform. Adequate basic 
health services should 
extend to all levels and geo- 
graphic areas of society. Pre- 
ventive medicine, vaccina- 
tion. nutrition programmes, 
clean water and sanitation 
are vital 

Adapting higher education 
and technical tr aining to the 
needs of a market economy 
is important to foster com- 
petitiveness and productiv- 
ity growth. Basic educa- 
tional opportunities must 
be accessible to all. 


especially in rural areas. 

• Local capital markets and 
transparency. Strong domes- 
tic capital markets encour- 
age local savings and 
thereby counter the volatil- 
ity of short-tom speculative 
flows. Private capital flows 
will fluctuate in response to 
economic, political or social 
policy decisions made by 
governments. The Mexican 
and Thai crises have shown 
that a sudden outflow of cap- 
ital can lead to devaluation, 
higher interest rates and 
recession. 

Latin American countries 
need to develop capital mar- 
kets that meet international 
standards, and comply with 
accepted transparency, 
accounting, regulatory, and 
disclosure policies. Addi- 
tional improvements sh oul d 
be made in supervising 
financial markets and devel- 
oping liquid bond and equity 
markets, along with speci- 
alised markets such as bous- 
ing finance. 

• An Independent judiciary. 
Countries must strengthen 
the rule of law and create a 
sound framework for a 
market-based economy as 
well as for democracy. 

A fair system of justice is 
also important for building 
local capital markets. Local 
and foreign investors will 
not lend unless they have 
reasonable expectations that 
they can enforce their 
claims. Countries need to 
develop effective finan cial 
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Hollow promises: many Latin Americans still live in poverty 
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regulatory and supervisory 
systems backed by a credit 
culture that recognises the 
obligations of both debtors 
and creditors. 

• Pension-fund and social- 
security reform. These 
reforms can free up national 
treasuries and increase 
domestic savings. Chile was 
the first Latin American 
country to privatise its pen- 
sion and social security sys- 
tem, and went from one of 
the lowest savings rates in 
rjitin America to the highest 
at 28 per cent of gross 
domestic product 

• A safe and sound banking 
system. Banking problems 
exacerbated and prolonged 
the 1995 Mexican peso crisis. 
They also plagued Vene- 
zuela, Argentina, and to a 
lesser extent Brazil, and are 
now afflicting a number of 

countries in south-east Asia. 

A sound banking system 
requires adequate capital 
ami reserves, good risk man- 
agement systems, sound 
supervisory policies and 
enforcement, and financial 
data that are transparent, 
timely and consistent. 

• State and municipal 
rg f nrr n . State and municipal 
governments are building 
blocks for a civil society. 
Reform at these levels lays 
the foundation for successful 
macroeconomic policy. 

Reforms cannot be limited 
to central governments, but 
must be extended through- 
out provincial and municipal 
governments, which need to 
be credible, efficient and 
accountable. The agenda 
must include government 
decentralisation and civil 
service reform. 

The real test of Latin 
America's second-stage 
reforms is political and it 
will come in elections - in 
particular in the presidential 
elections in the region's 
seven largest countries over 
the next several years. 

Latin American countries 
need to increase political 
support for continued eco- 
nomic reform. This requires 
that they move quickly to 
liberalise their social, politi- 
cal and institutional struc- 
tures to raise the living stan- 
dards of all their people. 

The author is vice-chairman 
of Citibank 
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Trichet demonstrably has the 
credentials to head ECB 


From Professor Rudi 
Dombusch, 

Sir, Your leader “Mr Tric- 
het and the ECB" (November 
5) dismisses too easily the 
case for Mr Trichet Without 
his success in stabilising the 
franc and forcing France 
into convergence there sim- 
ply would be no Emu on the 
horizon. But there is more to 
the case. The European Cen- 
tral Bank head will need - 
beyond a demonstrated com- 
mitment to hard money - 
two qualifications: a sophis- 
ticated understanding of 
monetary policy and signifi- 
cant public relations skills. 
Every central banker in 
Europe shares the hard 
money credentials and those 
who were forth a- behind to 
start with get extra credit 
for the harder fight The 
choice must therefore come 
on other grounds. 

There is no blueprint for 
the European monetary 
mechanism. In the past 
there was German monetary 


policy, short or continuing 
that the ECB will have to 
experiment ECB monetary 
policy won't he tantamount 
to automatic pQot Research 
is under way to establish 
rules of thumb about the 
link between money and 
interest rates in a changing 
financial structure, interest 
rates and activity and the • 
link to inflation- The ECB 
head will need technical 
competence to penetrate the 
issues, interact with the staff 
in judging what is uncertain 
(as Alan Greenspan does, for 
example, in the US) and 
what risks to take. It just is 
not enough to have a vague 
grasp oT the quantity theory 
of money. 

Choosing the most reac- 
tionary cardinal won't make 
an effective pope. The ECB 
head will need to establish a 
broad public endorsement of 
European monetary policy. 
Everybody has their view of 
what the ECB might accom- 
plish. ranging from price sta- 


bility to fall employment. 
The room for frustration, 
and hence political interfer- 
ence with the independence 
of the ECB, is substantial. 

Hence the need to sdect a 

leader who has demon- 
strated communication skill- 
Trichet has persuaded 
France to accept low infla- 
tion, a«d an unwavering 
commitment to hard money, 
even in the face of high 
unemployment and intense 
political challenges. His per- 
suasiveness led foreign 
investors to lend to France 
at German rates. In sum, he 
can play the public role far 
better than others known 
primarily for their autocratic 
style and low boiling point. 

RndlDornbasch, 
professor of economics and 
international management, 
Massachusetts Institute of 
Technology, 

Mem ori a l Drive, 

Cambridge, MA 02142-1347. 
US 


HMV on-line 
is on track 

From Ms Sharon Christians. 

Sir, The HMV Group has 
not postponed the introduc- 
tion of its on-line operations, 
as your article of November 
4 states (“Internet record 
plans on bold"). Phase One. 
an information service, was 
officially launched on 
November 7 after a success- 
ful eight-week test period. 
Phase Two of our plana for a 
secure, on-line ordering ser- 
vice are on trad; for launch 
next year, as intended. 

The company's on-line 
strategy is also on track 
and there has been no post- 
ponement 

Sharon Chris tiana, 
non-executive director, 

HMV Group, 

The EMI Group, 

4 Tenterden Sheet 
Hanover Square, 

London W1A 2AV. UK 


Alarming bias of view of 
Eappen judge’s decision 


From Robert C Pearson. 

Sir. The “Letter to an 
English friend” (November 

12) shows alarming bias by 
attributing the judge's deci- 
sion to compassion, rather 
than fact 

The judge probably 
noticed that the prosecution 
used emotion, rather than 
tact (for example, “Baby 
Eappen would not take his 
first steps”). This approach 
may be a hit with an Ameri- 
can jury, but It would proba- 
bly be seen in Europe for 
what it was. 

As with most things in 
America, the Louise Wood- 
ward affair is more a matter 
of money than humanity. 
The judge may have noticed 
this too! 

The First Amendment, so 
proudly proclaimed, wQl 
probably be the ruin of 


America, as Robert Bork (an 
eminent lawyer) points out 
in his book Slouching to 
Gomorrah. 

If not very soon rectified, 
the accelerating decline of 
morality, largely attribut- 
able to that amendment, and 
of such culture as there has 
been in America, may herald 
the end not just of America 
but of western civilisation as 
a whole. 

As an engineer, I could not 
argue that showing the pub- 
lic the failings of a product 
on television, or in a book, 
was beneficial, unless the 
public ♦hon demanded some- 
thing better. 

Robert C. Pearson. 

Pyewipe House. 
Waddingham, 

Gainsborough, 

Lines DN21 4TG, UK 


Cruelty of a 

so-called 

treat 

prom Mr Tumi Carritt 

Sir. Sue Style’s celebration 
of foie gras (Weekend FT: 

-In Strasbourg, without 
trumpets” November 8-9) 
conveniently ignored an 
important point. This is that 
foie gras is the product of 
torture. 

To make foie gras, ducks 
and geese are force-fed the 
equivalent of almost a quar- 
ter of their body weight in 
corn each day for the lad 
two to three weeks of their 
lives. They are housed in 
narrow cages to prevent 
them from burning this off. 
fiie grotesque result is that 
their livers swell to up to 10 
their normal size. This 
causes enormous discomfort 
and, in some cases, prema- 
ture death. 

There Is, apparently, no 
less cruel method of produc- 
tion that would achieve the 
same “fat liver". It is regret- 
table that Ms Style omitted 
to point this out. Readers 
might bear in mind the way 
foie gras is made before 
deciding whether to indulge 
in this so-called treat. 

Tony Carritt, 

Kapelleiaan 21, 

1950 Kraainem. 

Belgium 


Puzzle over 
numbers 

From A ft- John D. Harris. 

Sir. In the case of the Chi- 
nook crash, there is an 
aspect that has long puzzled 
me. Why were so many 
senior intelligence officers 
travelling together in one 
aircraft? 

John D. Harris, 
chairman, 

Raiffeisenbank. 

VodlSkova 38, 

P.P. 563, 

111 21 Prague 1. 

Czech Republic 




Imagine that 
your child 
has a life- 
threatening 
peanut all- 
ergy. Would 
you change your child's 
genes to cure the problem? 
Or would you prefer to alter 
the peanut’s genes? 

Either of these approaches 
is possible. Researchers are 
investigating the nut pro- 
teins that trigger allergic 
reactions, with a view to 


removing them by plant 
genetic engineering. Gene 
therapy also offers the pros- 
pect of changing the human 
immune system so that it 
does not over-react to nuts. 

The US Food and Drug 


Administration has 
approved about 180 gene 
therapy trials in humans. 
The researchers aim to treat 
a wide range of illnesses, 
including heart disease and 
cancer, by putting new 
genes into patients. 

How is it done? And how 
sure are the scientists that 


they will achieve what they 
want by genetic engineer- 
ing? This article looks at the 
scientific basis of the genetic 
revolution. 

The biological route from 
the estimated 80,000 human 
genes to their final effect is 
so complicated that, 
although an enormous 
amount has been discovered, 
even more remains a mys- 
tery. The complexity of the 
body's biochemical pathways 
is the biggest obstacle to 
using genetic information to 
improve health. 

“Gene” is the name given 
to a segment of DNA that 
produces a protein that has 
an effect on something in 
the body. Proteins Include 
insulin, the digestive enzyme 
pepsin and the brain trans- 


mitter seroto nin. 

Each of the 50 trillion cells 
in a human contains the 


same DNA in its nucleus 
(except for sperm and eggs). 
But a different selection of 


gooes is switched on to make 
proteins in the blood, stom- 
ach and brain. 

Discovering the chemical 
identity of a gene - its DNA 
sequence - is only part of 
the story. By 2005, at the 
conclusion of the 15-year 
Human Genome Project, sci- 
entists expect to know the 
foil DNA sequence of a typi- 
cal man or woman. Immense 
though that achievement 
will be. it does not answer 
the question of how the 
genes work with environ- 
mental influences to have 
different effects in different 
people. 

To answer that question, 
scientists must understand 


Healing 
from within 


Gene therapy will one day be 
routine practice, write Daniel 
Green and Clive Cookson 
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Up close: Chromosomes containing human genes 


at the most basic level the 
route from gene to physio- 
logical effect 

A DNA sequence consists 
of thousands of chemical 
“letters", each of which 
makes one unit of a protein. 
The full sequence makes a 
whole protein, and a change 
in any of these letters - a 
mutation - will affect the 
way it works. 

In some genes, a range of 
alternative sequences exists 
in healthy people, giving rise 
to diversity in features from 
skin colour to intelligence. 
In others, there Is only one 
correct form; any mutation 
will lead to a defective or 
□on-functioning protein - 
and probably to disease. 

“When we started the 
Human Genome Project, we 
had little idea how much 
variability we might find 
/between the DNA of differ- 
ent people],” says John Bell, 
genetics professor at Oxford 
University. “It turns out that 
there is far more variability 
- and more complexity - 
than we ever expected." 

Take, for example, the two 
genes that are responsible 
for most inherited breast 
cancer. Their normal Conn 
produces a protein that sup- 
presses the growth of 
tumours, so any defect 
makes it easier for cancer to 
get started Scientists have 
discovered more than 300 
dangerous mutations in the 
two grass, which is why a 


foil test for genetic suscepti- 
bility to breast cancer is 
expensive. Myriad Genetics 
of Salt Lake City. Utah, 
charges $2,400 (£1.450). 

If scientists discover a dan- 
gerous mutation, how can 
they move beyond testing, to 
treat the patient? 

The simplest method is 
gene therapy, giving the 
patient a functioning gene to 
replace the defective one. 

The difficulty is how to 
carry the new gene into the 
affected cells (such as lung 
cells in the case of cystic 
fibrosis). There are two 
methods: with or without 
viruses. 

Viruses can be used 
because they mix their 
genetic material with our 
own. But same researchers 
fear that viruses cany too 
high a risk of infection or 
sidfreffects. So they are try- 
ing “non-vlral" options. 
These Include shooting in 
DNA wrapped around tiny 
gold particles, or coating the 
DMA in a film of fatty mate- 
rial to help it get through 
the cell wall. 

Although the results of 
gene therapy trials have gen- 
erally been disappointing, 
there was some encouraging 
news this week. Scientists at 
the American Heart Associa- 
tion meeting in Orlando, Flo- 
rida. reported promising 
results from genetic treat- 
ments for blocked arteries. 

Jeffrey Isner and col- 


leagues at St Elizabeth’s 
Medical Centre In Boston 
injected “growth factor” 
genes into the legs of 10 
people whose arteries were 
obstructed by atherosclero- 
sis. In eight cases, the DNA 
stimulated the growth of 
new blood vessels and 
improved circulation. 

“This is the first time that 
gene therapy has been 
proven to work.” Dr Isner 
said. "In all the previous 200 
attempts at genetic engineer- 
ing, it has never been shown 
to have any lasting effect.” 

St Elizabeth's plans to 
extend the technique to 
improve the blood flow to 
the heart itself - potentially 
a huge market The hospital 
is also setting up a new com- 
pany. Vascular Genetics, 
with corporate partners to 
commercialise gene therapy. 

“I view this as an eariy 
step in our ability to remodel 
the human body to our 
advantage." says William 
Has el tine, chairman of 
Human Genome Sciences, 
one of the companies with a 
stake in Vascular Genetics. 

But researchers must still 
find better ways to deliver 
the genes to the right cells 
and make them work there. 

An easier way to use 
genetic Information - and 
one better suited to the phar- 
maceutical industry - may 
be to step in before or alter 
the gene has made its pro- 
tein. Between genes and the 
world outside the cell are 
cascades of biochemical 
reactions, known as intracel- 
lular signalling or signal 
transduction. 

Interfering with intracellu- 
lar signalling works: aspirin 
is believed to act that way. 
Scientists are trying to find 
the best point at which to 
intervene. One great advan- 
tage of this approach is that 
the cascades can be blocked 
with drugs taken by mouth. 
Gene therapy, in contrast, is 
a difficult procedure requir- 
ing injections. 

Given all the complica- 
tions and risks of human 
genetic engineering, it seems 
that for now the best way to 
attack peanut allergy is 
through the nuts. Plants arc 
simpler than people In 
genetic terms. This year 
American farmers planted 
10m hectares with geneti- 
cally engineered seeds, but 
no one is yet prepared to 
risk gene therapy that would 
affect human egg or sperm. 

This is the second m a series 
on human genetics that 
started on October 30. Later 
articles will look at commer- 
cial aspects and ethical and 
policy issues 
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State aid vs 
competition 


The break-neck expansion of 
Credit Lyonnais under Jean- 
Yves Haberer provided a classic 
case study in how not to run a 
bank. The subsequent bail-outs, 
which must rank among the 
most expensive in banking his- 
tory. offer equally important 
lessons In how not to unwind an 
insolvent institution. The diffi- 
culty faced by competition com- 
missioner Karel van Miert when 
he confronts the French govern- 
ment over Credit Lyonnais on 
Monday is that Brussels has 
already conceded so much on 
the point of state aid. 

The negotiations take place 
against the background of over- 
capacity in European and 
French banking. The natural 
way of dealing with this is 
bankruptcy. Yet public sector 
ownership and the “too big to 
£afl” doctrine can preempt this 
exit mechanism. The risk is that 
resources are inefficiently allo- 
cated and that the comp e titi ve 
position of sound banks is 
eroded if unsound ones are kept 
afloat There is also a problem 
of moral hazard. 

The guiding principles in 
addressing the insolvency of 
state-owned banks should thus 
be to replicate, as far as possi- 
ble. private sector bankruptcy 
discipline. Assets should be 
redeployed through disposals 
and closures to ensure they end 
up in more efficient ownership. 

Yet the 1995 restructuring 
plan for Credit Lyonnais envis- 
aged keeping a universal bank- 
ing presence in France, while 


Branded unsafe 


The launch of the Mercedes- 
Benz A -Class mini-car looks set 
to join the Ford Edsel and Coca- 
Cola's New Coke among case 
studies in how not to introduce 
new products. Just weeks after 
the Baby Benz went on sale, it 
was found to flip over in a test 
which simulates swerving at 
speeds as low as 6flkph (37mph) 
to avoid moose on Swedish 
roads. Daimler-Benz, the group 
that owns Mercedes, recalled 
the L500 sold so far and said it 
would modify the design. This 
week, however, the company 
admitted much more serious 
changes will be needed - includ- 
ing a new chassis system. 

These changes will cost 
DM300m (£i00m) over the next 
two years. But the cost to the 
company could be much higher 
in terms of the damage to the 
Mercedes brand which epit- 
omises the comfort, safety and 
quality of German engineering. 
The performance of the new car 
has betrayed those core values 
and the impact may be felt in 
sales of the company’s other 
models. 

Daimler got itself into this 
mess in trying to stretch the 
Mercedes brand down-market 
Its luxurious saloons are a 
niche business, commanding a 
premium price that justifies the 
high standard of engineering. 
Although it is a growing niche, 
there are plenty of other chal- 
lengers - including the Japa- 
nese carmakers. Daimler has 


therefore moved gradually into 
the family car market, first with 
the 190 series, then with a 
people carrier. 

The A-Class went a step fur- 
ther, into the small commuter 
car market Daimler could have 
chosen to do this under a new 
brand, as it has done with its 
revolutionary Smart mini -car. 
Instead it decided to extend its 
established Mercedes brand to 
cover the new model,' ho doubt 
hoping the marque's traditional 
values would rub off on it How- 
ever it . also aimed to compete 
head-on in price with the Volks- 
wagen' Golf, a decision with 
Implications for the quality of 
design and engineering. The 
consequences are now dear. 

The damage has been com- 
pounded by the way Daimler 
has handled the issue. At first 
the company denied there was a 
problem, then downplayed its 
importance - appearing to 
blame the Goodyear tyres. Now 
it has been farced by concerns 
over safety to go back to the 
drawing board. It has also 
launched an advertising cam- 
paign to justify its decision to 
enter the mini-car market 

But the reverberations of the 
A-Class fiasco have been heard 
around the world. Although the 
Mercedes brand may recover, 
achieving this will be a costly 
exercise for Daimler-Benz. It 
would have done far better to 
spend the money up front on 
properly testing the car. 


Greek grit 


Greece has for so long been 
written off as an early candidate 
for European economic and 
monetary union that it is 
almost a surprise - albeit a wel- 
come one - to see it still make a 
serious effort to qualify for the 
single currency. 

In yesterday's draft budget far 
1998. the government of Costas 
Simltls finally demonstrated its 
willingness to con&xmt its most 
powerful constituency by effec- 
tively freezing public sector 
wages. Such a measure is a trib- 
ute to the influence of Maas- 
tricht. It also reflects the grow- 
ing consensus of Greeks that 
they have Httle future outside 
Emu and must start making 
some real sacrifices to get there, 
if only by 2001. 

A collective groan went up 
from many of Greece’s Euro- 
pean Union partners when 
Pasok, the Socialist party, 
returned to power in 1993 under 
the leadership of the wayward 
and xenophobic Andreas Papan- 
dreou. Three years were wasted 
which should have been devoted 
to economic reform. Since then 
his successes', Mr Simitis, has 
done better, but on important 
structural issues his govern- 
ment has marked time. 

What gains the country has 
made - notably in reducing 
inflation from 20 per cent in 
1990 to around 5 per cent today 
- have been mainly due to the 
"hard drachma" policy. This 
has hurt exporters, but it has 


kept import costs down, given 
companies the confidence to 
borrow more cheaply abroad, 
and provided financial stability. 

The trouble is that however 
well Greece has done in reduc- 
ing inflation, its EU partners 
have done even better. Further 
progress now requires an 
onslaught on the vast public 
sector which, thanks to past 
Pasok nationalisations, covers 
60 per cent of the economy and 
employs a quarter of the work- 
force. 

Moderate in manner as well 
as in ideology, Mr Simitis has so 
far been half-hearted in pursu- 
ing privatisation. He has also 
failed to enforce his law requir- 
ing that only one new civil ser- 
vant should be hired for every 
five who retire- The budget does 
nothing to reduce the size of the 
public sector, but may at last 
curb its consumption. Next year 
the public wage bill is to 
increase by only 2J5 per cent, 
against estimated Inflation of 
3.7 per cent. 

Greece's vigorous unions will 
surely test Mr Simitis' determi- 
nation. He must stand firm. All 
the more so, because the Bank 
of Greece has just had to raise 
interest rates to quell specula- 
tion against the drachma and 
restore ralm to its bond market 
In the absence of matching bud- 
getary restraint from the gov- 
ernment , the central bank wffl 
find tile next battle against the 
Speculators harder. 


Thinking along the same lines 


O n a hilltop over- 
looking the Connec- 
ticut River in Mas- 
sachusetts stands 
nnp of t he defining 
Kietnriflai sites of the industrial 
revolution. This is Springfield 
Armory, home of one of the cru- 
cial developments in the mass 
production of manufactured 
goods - identical, replaceable 
components far guns. 

Today, in the less picturesque 
settings of office buildings 
around the world, a similar revo- 
lution is under way - the mass 
production of intellectual prop- 
erty. particularly judgment and 
opinion. 

As the world moves Increas- 
ingly towards a knowledge and 
information-based economy, we 
are witnessing innovations that 
are as crucial as those introduced 
in Springfield a century and a 
half ago. 

Springfield's most important 
contribution was the work of 
Th omas Blanchard, an inveterate 
and, eventually, extremely pros- 
perous inventor. In 1819, he 
mechanised the production of 
wooden gunstocks, providing the 
first practical demonstration of 
thp new of identic al, interchange- 
able parts. 

This was an essential compo- 
nent of what came to be known, 
by thp mid-lBth ra n fa ir y , as the 
American System of Manufac- 
tures. the systematic mass 
production of manufactured 
goods. We take interchangeable 
parts for granted; but without 
them, any form of mass produc- 
tion is impossible, and all manu- 
facturing is confined to a craft 
system. 

Attempts to extend the same 
approach into the realm of intel- 
lectual p roperty have a long his- 
tory. Formula novels, such as the 
western or the boy-meeta-girl 
romance, date back over a cen- 
tury ago. The standardised audits 
- the Michelin star gradings for 
restaurants and hotels, the classi- 
fications of tbe bond-rating agen- 
cies, the assembly-line creation of 
Boap operas, the bny/hold/sell 
judgments of stock-market ana- 
lysts, the techniques of mass 
journalism - all trace their roots 
to well before the second world 
war. 

But it is only now, as informa- 
tion manipulation becomes cen- 
tral to tbe global economy, that 
the techniques are app roaching 
the status of a system. This 
delayed impact has an exact par- 
allel in the mechanical world. 

In the 19th century, it took a 
British parliamentary commis- 
sion of Inquiry to identify the 
American System of Manufac- 
tures. The commissioners visited 
the US to establish the under- 
lying secrets of the American 
manufacturers which had 
achieved such success at the 
Crystal Palace exhibition of 1853- 
Thelr insight, three decades 
after Blanchard's innovation, was 
In some ways premature. Modena 
Industrial historians point out 
that even in 1853 Springfield was 
not really operating in the way 
the British visitors believed: craft 
skills were still essential to the 
assembly of guns, and the sup- 
posedly interchangeable parts 
were not really identical At a 
more profound level however, 
the visitors were right - a new 
way of making things had come 
into existence, even if it was still 
in its early days. 

Similar ly, the mass production 
of Intellectual property retains 


A revolution is occuring in information processing that 
will change the way we work, argues Peter Martin 


maintaining a f o r e ign presence 
to serve corporate clients - not 
a total departure from the 
national champion strategy that 
led to the original debacle, 
albeit under more sober man- 
agement. The disposals 
demanded by the European 
Commission were less than dra- 
conian, while bad assets were 
shuffled off the balance sheet to 
ensure a fresh start The bank's 
competitors were left with a 
legitimate grievance. 

Estimates of cumulative state 
aid for the hanic have mare than 
doubled since 1995 to FFriIObn 
(EULShn). And the French gov 
eminent's intentions over priva- 
tisation - never a formal condi 
turn of the 1995 deal with the 
Commission - are unclear. But 
it will almost certainly argue 
once again far as much state aid 
as possible to be regarded as 
water under the bridge. 

However hard Mr Van Mler 
bangs the table, the fact 
remains that the Commission 
has flunked an important test. 
It should have insisted on a 
more serious shrinkage of the 
Crddit Lyonnais business. What 
it should do now is insist an 
early privatisation and take the 
toughest passible line aver state 
aid. It should certainly not give 
in to French pressure to disre- 
gard any potential injections of 
capital into the off-balance 
sheet vehicle. 

A sound competition policy 
outcome may be beyond reach 
in this case. But Mr Van Miert 
must salvage everything he ran. 



strong elements of the craft era. 
But it is possible to Identify, like 
the British MPs of the 1850s, the 
outline of a new production 
paradigm. 

Just as in the Springfield 
Armory, its secret lies in the cre- 
ation of identical building blocks, 
“judgment modules" that can be 
slotted together in predictable 
ways, without requiring hand- 
crafted adjustment 

A trtpIe-A rating awarded to 
one security by a bond-rating 
agency indicates the same degree 
of riskiness as the triple-A given 
to another, in a quite different 
industry in a quite different 
country. It can be acted an in the 
same way, either to produce a 
single action ("buy”) or as part of 
an Interlocking system of 
decision-making (“by comparison 
with the historical record, the 
debt securities of this sort of 
company are under/overvalued 
compared with their equity"). 

Rating agencies have devised 
techniques for efficiently and 
accurately producing replicable 
judgments of credit risk. The sys- 
tem is more important than the 
work of any individual analyst, 
no matter how knowledgeable 
and inspired. Even if there are 
craft elements within the process 
of producing the judgment, the 
judgment itself is - like a Spring- 
field. gunstock - identical and 
interchangeable. 

Not all Intellectual property 
businesses have progressed as far 


as credit-rating agencies. Audit- 
ing. far example, produces a rela- 
tively crude output: either the 
accounts represent a true and 
fair view of a company's perfor- 
mance, or they do not The prod- 
uct of such a process requires 
hand adjustment to be valuable - 
in this case, skilful interpretation 
of the notes to the accounts. 
Business journalism, similarly, 
takes pride in the infinite variety 
and subtlety of its judgments. 
Newspaper stories require elabo- 
rate post-processing to be useful 
as part of a wider system of 
assessment. 

In many areas, such types of 
infinitely variable intellectual 
property will remain valuable. 
Where human enter fa* j pment is 
part of the process, as in newspa- 
pers and soap operas, complete 
predictability is too boring to be 
an attractive selling feature. 
Nonetheless, the trend is towards 
predictable, identical Judgments. 

Two developments are winking 
this possible. The first is the cre- 
ation of large, standardised data- 
bases which classify risk. Much 
of the work on which options- 
pricing theory has been based 
relies on such databases - the 
work of the bond-rating agencies, 
far example, or the time series 
of corporate share prices and 
earnings. 

As time goes by, new databases 
will look at risk in other areas. 
Large banks are searching 
through their lending records to 


classify retrospectively the riski- 
ness and performance of their 
loan portfolios. Ibis will enable 
them to create databases that can 
be used to price current lending 
much more effectively than 
before. 

The second development that is 
encouraging the increasing stan- 
dardisation of judgments con- 
cerns new computer search tech- 
nology and search engines. Take 
the assessment of relevance, 
which is an essential ingredient 
in all knowledge-intensive indus- 
tries. 

How do you know what previ- 
ously existing information is rele- 
vant to today's problem? One 
solution is to search, exhaus- 
tively, through all of the poten- 
tially relevant data, winnowing 
out the usefbl bits. But this can 
be a time-consuming and expen- 
sive task. Another solution is to 
rely on previously compiled 
indexes, mostly created on a craft 
basis by humans. Creating such 
indexes is expensive, and the 
classifications used may be 
erratic or inappropriate. 

However, the output of both 
systems tends to be crude. Like 
the audit judgment, the result is 
often black or white: this is 
potentially relevant, this is prob- 
ably noL Only manual inspection 
will reveal the true relevance. 

Computer search technology is 
creating new ways of assessing 
relevance. If you use a search 
engine on tbe world wide web, 


you are using a standardised rele- 
vance machine. When you enter 
your key words, and receive a list 
of sites containing them, the 
computer assigns them a score 
for relevance. 

The ranking is crude - how 
often do the words you are 
looking for appear in the docu- 
ment and do they appear close to 
the top. in section headings, or in 
large type? But some search 
engines go further, separating 
the sites into different groups 
depending on their context The 
sites that deal with Abraham Lin- 
coln will be in one group; those 
dealing with the city of Lincoln 
in England in another, those con- 
cerning Ford’s Lincoln car 
marque in a third. 

Though this is very simple, it 
represents a form of automation 
of judgment that will become 
increasingly common. In a 
decade or two. many areas of life 
- from auditing to corporate gov- 
ernance, from market research to 
the output of the financial ser- 
vices industry - will be trans- 
formed by pervasive standardisa- 
tion of judgments and 
classification. 

Just as Blanchard's lathe led to 
the American System of Manu- 
factures. so the combination of 
computer technology and stan- 
dardised thinking will establish 
a new system for the creation 
and processing of intellectual 
property. 

e-mail: peter.martin;afLcom 
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•Italy makes 
a mint ^ 

■ The Italian Treasury has 
stepped in With unusual alacrity 
to prevent a diplomatic squabble 
with Germany. It’s called an 
i m mediate halt to production of 
.tiie country's new LI, 000 cok® - 
. two days after they started ■ - 

pourtnginto circulation. - 
' Arturo Arceflaschl an - 

enin fl uator fr nm . 
Como, was the first to spot a 
' fatal flaw. Looking at the map of 
Europe on the batik of the hew 
coins he noticed that Germany 
was smaller usual. Sure 
-enough; the mint had used 
Germany's pre-unification 
bouadaries. 

“in were the German 
government, I would demand an . 
apoto^frum Some and tbe 
■ hnmwliate removal of the coins 
until the mistake is corrected," 
declares an indignant . 

AreeDaschL 

The mint tried shrug it off as 
artistic licence but its masters at 

the Treasury - trying to keep 
Bonn sweet in the run-up te a 
single European currency - 
would have none of it. 

Production has been stopped, 
although lOm coins are already 
in circulation, and a revised 
version is on the way. 

As for Arcellaschi, he’s a 
staunch supporter of the 
separatist Northern League - 


and would prefer to see Italy, 
itself cut to Half. 


Tongue tied 

■ Jacqnes Chirac's five-day visit 

to Vietnam got off to a 
promising start yesterday, with 
Hanoi's stateron presses 

Hhimrttiff nut special wliH imn 

greeting the French president in 
his native tongue, Never min d 
that only a fraction of the 
Vietnamese population 
understand the Gallic fingo. 

But tfta seamless organisation 
didn't last long. Chirac was said 
to be apoplectic at the antics off a 
Vietnamese-run French 
language magazine which days 
before had been given an 
exclusive telephone interview 
from Baris, file piUteaHwn 
carried a few paragraphs of the 

president's warm words; its 
BTigjTkH - laug iiH g p stablemate 
snitched the whole thing for its 
frontpage. 

Just "une texnpete dans un 
verre d’eau” says Hanoi’s Flench 
contingent. Or should that be a 
"a storm in a teacup"? 


Bird man 


■ Bouncy socialist Yaanas 
Papantankra delivered 
yesterday's Greek budget from a 
bright lecture theatre rather 
than the traditional gloomy 
conference room. Tbe change 


allowed him to escape an 
unnerving backdrop — a bug's 
painting depicting the foil off- 
Icarus. 

Papantoniote a Hgh-flyer who 
holds the economy . and finance 
portfolios*, has every reason to 
avoid bad omens. He’s got to • 
push a tough budget through y 
parliament and tackle Greece’s 
pampered civil s ervants by 
keeping them to miserably small 
wage increases. 

It won’t be easy. Tbe 
constitution preventscivil 
servants Gram being sacked; 
most work until lunchtime amd 
— after a siesta - go on to 
lucrative evening jobs. Thar 
powerful union will soon start 
bullying Papantoniou. If he can 
take the heat it'll be a feather in 

his cap. 


Vlad the appealer 

■ St Petersburg governor 
Vladhnir Yakovlev, In London- to 
drum up support for Russia’s 
decaying imperial capital, 
reckons his city's reputation for 
corruption is much exaggerated. 
The man who came to power last 
year after ousting his former 
boss Anatoly Sobchak - whose 
administration was tainted by 
arenrial — Mamas thp m grila -for' ~ ' 
giving the wrong i m p res si on. . 

"If journalists did not write all 
this rubbish about corruption we 
would not have a problem," says 
the reformed, but still 


. Soviet-style, governor. 

Yakovlev suffers by 
comparison with the mighty 
may car of Moscow, Yurii 
Luzhkov: Bat now he’s taking a 
leaf otit at his tennis partner’s 
book; encouraged by Luzhkov's 
glitzy celebration off Moscow's 
850th. anniversary, Yakovlev 
plans a 300th birthday bash for 
St Petersburg in 2003. 

"Three hundred years ago the 
British helped build St 
P e te r sburg. I appeal to you now 
to help us restore ft.” he told an 
audience of business folk. It 
could be quite a party - if he can 
kieep tabs on all the cash. 


Capital letters 

■ Never mind currency turmoil 
and clouds of smog, Malaysia’s 
policy of economic self-reliance 

is about to get an official stamp 
of approval The words “Buy 
Malaysian" will be proudly 
emblazoned on all tbe country’s 
postage stamps. 

Tbe philatelic exhortation Is 
the start of a wider campaign. 
Parents will be implored not to 
send their children overseas to 
study and citizens will be asked 
to take their holidays at home. 

. Workers will be told to knuckle 
' down to bring about an export 
recovery - and reduce the 
country's troublesome trade 
•deficit 

Won’t be long before they've 
got the problem licked. 


100 years ago 

Middlesboroogh Misfortune 
Misfortune after misfortune 
seems to be the appointed lot 
of tbe unhappy 
Middlesborough Town and 
Lands Company. No sooner 
have the shareholders got 
hold of the disappointing and 
much delayed report than 
news arrives of the 
destruction by fire of the 
South Boston Iron Works. 
This was the last of the 
important industries of 
Middlesborough. and its loss 
is the more disheartening, 
seeing that it was set forth 
rather prominently as a very 
valuable asset in the last 
report. 

50 years ago 

Taxes Up £48.000,000 
Tax changes proposed by Mr 
Dalton, Chancellor of the 
Exchequer, in his 
supplementary Budget 
yesterday, included:- doubling 
of the profits tax. increases In 
purchase tax rates, a new 10 
per cent tax on football pool 
and dog tote betting, and an 
addition of Id a pint to the 
beer duty, coupled with 
higher levies on wines, 
whisky, rum and other spirits- 
The new taxes should bring in 
£48 millions in what remained 
of this year, and £208 millions 
in a full year. No change in 
the rates of income-tax was 
proposed. 













14 




:i N 


nl.K 


PRINTERS 
FAX MACHINES 


FINANCIAL T] 

Thursday November 13 1997 


I • offlOMfW® 

M AWJFACTOItCW* 


NODS HEWS*. COW. 


Nikkei tumbles to a two-year 
low as economy fears deepen 


By Bethan Hutton and 
Paid Abrahams In Tokyo 

Japan's Nikkei share index 
tumbled 2.73 per cent yester- 
day to dose at a two-year low, 
amid growing concerns about 
the health of the financial sys- 
tem and the economy. 

The government is about to 
unveil an economic stimulus 
package, but it is already 
being dismissed as inadequate 
by markets. 

The Nikkei 225 average fen 
to 15,434 yesterday and the yen 
to its lowest level against the 
dollar in six months, dosing 
Y0£ down at Y125.3 in London 
on fears for Japan’s debt-bur- 
dened banks, and the turmoil 
in South Korean markets. 

Japanese bonds closed 
slightly lower in Japan, then 
fell ftuther in European trad- 
ing. In London, the December 
JGB future on Liffe was down 
0.69 at 129.51. The benchmark 

EU-Asean 

conference 

threatened 

Continued from Page l 

only as a “passive observer” - 
without formal recognition or 
the usual diplomatic confer- 
ence tr appin gs such as flags 
and nameplates - was rejected 
by Asean and the Burmese. 

“Asean can’t afford to treat 
its members on a discrimina- 
tory basis,” said one senior 
Asean diplomat 

“Asean certainly wouldn’t 
object to attendance by any 
new member of the EU.” ■ 

Asean officials dte the pre- 
cedent of Vietnam, which was 
immediately allowed to attend 
the co-operation conference as 
an observer when it was 
admitted to Asean in 1995. 

Bat EU officials say they 
will not bow to p re ssur e to 
accord status or recognition to 
a “pariah” regime like Bur- 
ma’s. 

Senior ED officials met Bur- 
mese democracy leader Aung 
San Son Kyi in Rangoon ear- 
lier this week where she urged 
the ED to “take a stand” with 
regard to Asean. 

Officials on both sides said 
the row was unlikely to force ; 
the cancellation of next year’s 
Asia-fiurope summit to be 
held in London. This was 
because that fornm included 
non-Asean members and had 
already decided to accept new 
participating countries by con- 
sensus. 

But others pointed out that i 
Mahathir Mohammed, the 
Malaysian prime minister, h ad 
already talked of boycotting 
the London summit 

“These things have a way of 
escalating,” said another 
Asean diplomat 

“Mahathir already wants to 
make it an issue, and that is 
going to be hard to resist if 
there isn’t some compromise.” 


10-year bond yield rose to L72 
per cent in London trading. 

The ruling Liberal Demo- 
cratic party is to announce 
economic measures tomorrow 
but analysts say these are 
unlikely to contain any big fis- 
cal stimulus such as an 
income tax cut The govern- 
ment will consider the mea- 
sures before announcing the 
final package next week. 

"The economy is not recov- 
ering . . . and the authorities 
don’t seem to realise the wors- 
ening economic situation,” 
said Kiyoshi Ktrrata, general 
manager of equity trading at 
Dresdner Kleinwort Benson. 
He said the Nikkei was now 
likely to fall below 15,000 , Urn 
index has fallen 25 per cent 
since June. 

ENG Barings, the broker, 
said that if the index did drop 
below 15,000, 18 of Japan’s top 
20 banks would take losses an 
securities holdings. This would 


hit banks’ capital adequacy 
ratios, since they count a pro- 
portion of their securities hold- 
ings as ca pital 

Brokers allege the capital 
ratio of one of Japan's leading 
hawks is already below mini- 
mum levels set by the Bank of 
International Settlements. 

Economists fear Japanese 
banks will initiate a domestic 
credit crunch in their efforts to 

retain capital, further weaken- 
ing the enfeebled economy. 
Gross domestic product con- 
tracted 2.9 pm- cent for the 
quarter ending in June. 

Analysts say neither domes- 
tic nor foreign buyers have 
been much in evidence on the 
equity market. The Bank of 
Yokohama, yesterday said it 
was unwinding “unnecessary” 
cross-shareholdings in other 
Japanese companies. Rumours 
it was doing so have depressed 
the market since Friday. 

James PioriQo, Uniting ana- 


lyst at ING Barings, warned of 
a vicious circle- Problems in 
the finanria] sector are driving 
down bank shares, which 
affectthe Nikkei iwrirra This 
triggers selling on the wider 
market, cutting the value of 
the banks* securities and 
weakening their capita l far- 
ther. The banking sector 
Mien 29 per cent since the 
start of September. 

EBCA, the credit agency, said 
it was r eview in g the ratings of 
all Japanese tenirs Ratings 
have already e ff ecti v ely bem 
downgraded in the short-term 
money m a rke t s . The socaHed 
"Japan premium” on inter- 
bank few re-emoged. 

Yesterday, Japanese banks 
were paying about 25 hami* 
points more than US or Euro- 
pean banks for three-month 
eurodollar deposi ts 

Bonds, Page 28; Currencies, 
Page 27; World stocks. Page 38 


Mercosur to raise tariff by 
25% after markets turmoil 


By Geoff Dyer in 8do Paulo 
and Ken Warn in Buenos Aires 

Mercosur, the South American 
trade grouping, is on the verge 
of announcing a 25 per cent 

infltwa* fn ftS wto puit tariff In 

response to the economic crisis 
created by the turmoil In 
world flnanriai markets. 

The tariff rise was expected 
to be unveiled either last night 
or today after the Brazilian 
and Argentine governments 
agreed on the measure on 
Tuesday during a visit to Bra- 
zil by Carios Menem, Argen- 
tina's president 

The two governments yester- 
day consulted the other Merco- 
sur members, Uruguay and 
Paraguay, about the proposal 
to raise the external tariff, 
which has an average level of 
12 per cent, by three percent- 
age points. 

The external tariff covers 
the bulk of imports into the 
countries in Merco su r , which 
was founded in 199L 


However, a few products, 
such as cars, are governed by 
separate tariff agreements and 
will not be affected by the 
increase. 

Although a tariff increase 
would not break any agree- 
ments with t he W orld Trade 
Organisation (WTO) it would 
raise concerns that the Merco- 
sur governments, and espe- 
cially Brazil, were adopting a 
more protectionist stance to 
ri«»ai with their widening cur- 
rent account deficits. 

Coming shortly after the 
White House’s decision to 
delay a vote on a bill giving 
President Clinton fast track 
approval to negotiate trade 
agreements, the news will be a 
further blow to trade integra- 
tion in the region. 

The Asian financial crisis 
has raised fears that Brazil 
would be forced into a devalua- 
tion because of its failure to 
make progress in reducing a 
budget deficit equivalent to 5 
per cent of GDP and a c urrent 


account deficit worth 4 A per 
r*»nt of GDP. Brazil’s vulnera- 
bility to the volatility in. finan- 
cial markets was exposed 
a gafe yesterday wben share 
prices fen sharply after further 
losses an Asian mariwte. 

The Brazilian government 

has taken emergency mea- 
sures to deal with tire crisis, 
including a doubling of inter- 
est rates and a R$20bn 
(J18u2bn) package of budget 
cuts and increases. 

Ar ge nti na also fans a deter- 
iorating trade situation, with 
tire government announcing 
last week an accumulated 
trade dwHeit for tire first ntn*» 
months of the year of $L96bn, 
against a $492m surplus in the 
same period of 1996. 

Analysts expect the 1997 
trade deficit to be about $4bn, 
taking the current account 
shortfall to about 23 per mnt 
cf GDP. 

Personal view. Page 1% Brazil 
trams screw am US, Page 18 


US gas emissions set to overshoot forecast 


Continued from Page 1 

cent reduction from 1990 emis- 
sion levels by 2010. 

Yesterday’s report from the 
Energy Information Adminis- 
tration points to further 
increases in US emissions 
rather than reduction. That is 
partly because total energy 
consumption is expected to 
increase 27 per cent by 2020, a 
rate of growth which implies 
that consumption in 2015 will 
be 4 percentage points higher 
than last year’s estimate. 

As a result, according to the 
administration’s Annual 
Energy Outlook, carbon emis- 


sions, compared with 1990 lev- 
els. are likely to increase 34 
per cent by 2010, 40 per cent by 
2015 and 45 per cent by 2020. 

The higher energy consump- 
tion forecasts result in part 
from both stronger economic 
growth and lower electricity 
prices. Higher demand is fore- 
cast in all sectors, but 
increased travel is expected to 
contribute more than half the 
increase. Restructuring and 
competition in the electricity 
industry is expected to pro- 
duce a 20 per cent decline in 
average prices by 2020. 

The report revises slightly 
upwards last year’s forecast of 


economic growth, predicting a 
2.1 per cent average annual 
increase in GDP up to 2015, 
against last year's forecast 
average rate of L9 per cent 

About one-third of the antici- 
pated increase in c ar bon emis- 
sions is a tt r ibut ed to higher 
electricity demand and the 
increase in consumption of 
natural gas and coal for its 
generation. 

Although tin* rKnfam admin- 
istration in 1993 aimed to sta- 
bilise greenhouse gas emis- 
sions at 1990 levels by 2000, 
yesterday’s report forecasts ! 
that they win by then be 17 

per rent higtwr thm in 1990. 


THE LEX COLUMN 

Swiss roll 


The Swiss hove- done it again-. Tun 
years ago . Swiss Bank Corporation 
snapped up SG Warburg an the 
fhpwp when it twi cn hard ftiwt. 
Now Credit Suisse ghat Boston has. 
cherry-picked BZW, cfiactfng even 
sweeter terms. Not coaly is it paying 
a discount to net assets and less 
than half revenues; it is leaving 
Barclays with' unwanted Asian 

assets and the expensed firing sur- 
plus hack- office staff. Bat then 
again BZW was never as strong a 
franch ise as Warburg. Moreover, 
CSFB had Barclays over a barrel 
when other buyer s fad ed. 

Integrating BZW*s European 
equity and advisory business will 
not be pemfree. CSFB is paying 
£5Gm In stock to pre vent top BZW 
staff quitting and allocating 
another £l00m~ for restructuring. 
But integration will be made easier 

by hia fiir-t tfeat tfu» groups’ Lo ndo n 
offices are next door; they even- 
share a gym. Moreover, because 
CSFB is buying onl y wha t ft wants, 
the fit is excellent. BZW’s strangest' 
business, UK eq uitie s; rain a gaping 
bote at CSFB. The combination in' 
corp ora te finance also makes -sense; 
though Ihe enlarged group wifi, still 
be secon d tier. 

CSFB’S move - rtwning qD top of 
Salomon’s acquisition, by Travelers 
and Morgan Stanley’s megger with 
Dean Witter - win increase the 
pressure an other Europe a n invest- 
ment banks to beef up or poll ooL It 
i te.tharefore en coura g in g that Deut- 
sche Morgan Cfrenfell, which needs 
to bulk up, is bark in talks wi t h 
NatWeat, which needs to sell out. 

ING/BBL 

ING’s BFrl90bn hid for Banque 
Bruxelles Lambert .looks more a 
ease of fi»l»*ii» g Old l umiimM . t ha w 
I pre-emptive preparation for Euro- 
pean economic and monetary 
I TTwim. ft ffrat tad for wm. back in 
1992. With no headroom for expan- 
sion at home, the attractions of its 
neighbo ur remained compelling. 

‘Bib trilli n g nf ffe» mww rt hid rim- 

ply seems to be a case of capitals- . 
I ing on the loosening grip of other 
shareholders in BBL. Certainly it 
l f fa the daring of its pou nce on 
the coDapaed Barings Bank in the 
UK in 1995. 

ING’s BFr9,500-a-share offer for 
BBL, whose price was buoyed by 
bid speculation, looks a thu one at 
twice book value and more than 16 
timai forecast 1997 earnings per 
share. Although t he acquisition 
would not be- earnings dilutive. 
SBL’s growth prospects are less 


;FTSE Eurotop 300 Index 
[591.2 (-5.4) 



□p nT between then, wHfc HBUm 

‘.saga is * victory for US Bhareho^rr 
democra cy. A mixture of mvesfrar 


reaping substantial rewards from 
its pypaTvrion, espe- 

MaWy intoemecging markets, ff the 
deal is. to pay dividends, the best 
hope lies in pushing ING’s Hite 
assurance products through BEL’S 
branches. _ 

The acquisition would have two 
«»nTtnrrai pluses. Bxtonally, It would 
provide a francophone base , for 
expansion in France, toteruaffy it 
would at ^ get a non-Dutchman 
an the executive board - a tad lag- 
g amffy- for an inteiuaiieaxal bank. 
But if it is to become a leader in the 
euro zone, it will have to make big- 
ger moves in France and Germany. 
Hence the unnecessary proposal to 
fund this deal with paper. .ING 
wants to keep its powder dry for 
other deals. 


The battle for ITT i s ove r - oris 
it? The fact that TTTs . board 
appears to have beat reelected by 
the hotel group’s shareholders 
wmans Starwood Lodging, with its 
frteodty Sa02bn offer, is fiktdy to 
p afa 4i rtw prize from numn Hotels 
and its hostile $9.4bn bid. 

But HTs directors have been put 

H 04 * in plnro w jth an wjBri t wiam- 
rfafa> to »nrtk» the iumpan y to the 

highest bidder, which leaves H3ton 
with an ' outside chan ce of yet 
another comeback: ITPs shares are 
still trading W per cent below the 
ostensible gS&ashare value of Star- 
wood’s bad. Conceivably, therefore, 
Steven RnitewharA, Hilton chair- 
man, who has his 

more after than his socks over tire 
past few weeks, could return nth a 
s w eetened offer. Just as likely is 
that Starwood and EGtttm will carve 


uxesMue ” — , —— 

forced Ur’s board to abandon 
attempt at setfpreaerratfoB and t o 
turn itself into -a tdawdy 
tial auctioneer. As a resul t, rime- 
holders have xpea a huge tacreare 
frt toe vrine of Tfratr stock. At toe 
same time, bower, tm las 
seme shortcoming? to 
c or porate governance practises. 
Shareholders should not have to 
rely on -the vagaries of the legal 
system to be able to a foir 

price fix- thefr investment 

Cable & Wireless 

raWt. and Wireless’ plan to sell 
cite worth of min ority stakes tea 
welcome tidying-up exercise. The 
group, winch has small positions to 
about 50 companies;, has long been 
viewed more as an investjoaxt trust 
than an integrated groups White 
minority positions in 
unquoted companies fs not neces- 
sarily foolish. C&W has ne ver been 

dear which positions were strategic 

yrWt which mere investments. That 
is probably because it neva-frad a 
dear strategy- . . ~ , 

The worry » that CAW’S strategy 
is still fuzzy - even after the whirl- 
wind deal-making since Dick Brown 
fetfanw chief executive last year. 
The biggest uncertainty is in Asia, 
where C&Ws hyped deal to trade 
control of Hongkong Tteferam for 
access to juicy projec t s in China 
has so far c o me to nought. Else- 
where. Mr Brown’s plan to “dig 
deep" - by magtag Mercury with 
three UK companies and con- 

solidating CAW’S Australian inter- 
ests — is solid rather -than inspiring. 
The group now finds itself with 
mottofiteassete tied up m compa- 
nies where it has about a 50 per 
cent stake. That is better than 
minority positions, but still 
restricts freedom of manoeuvre. 
C&W cannot, for example, merge its 
ttrfttah and fixed telecoms 

businesses because partn ers .wfll 
not agree. •* 

With the future direction rather 
qwipip C&Ws plan to r einvest the 
proceeds from its disposals is ques- 
tionable- Why not give the cadi to 
shareholders, or even qua off the 
unwanted stakes in a real invest- 
ment trust? 

Additional Lex note on 
RoQeJtoyce, Page 24 


FT WEATHER GUIDE 


Hays pic has grown 
from a £250 m MBO 
in 1987 to a £3bn 
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Europe today 

Northern and eastern Scandinavia 
wiH be mostly doudy with rain and 
mountain snow. Norway and 
Denmark wffl have showers but 
there wtH be some reasonably dry 
and bright interludes. Eastern 
Europe, including Germany and the 
eastern Alps, will be unsettled with 
cloud and rain, although north-east 
Europe will be mild with just a BttJe 
local drizzle. The western Alps, the 
Low Countries and eastern France 
win have sunny spalls and showers 
but western France and much of 
the Iberian Peninsula will become 
wet 

n ine d ay fore cas t 

North-east Europe wiR become 
progressively colder but high 
pressure will keep it mostly dry. It 
wtfl also turn cooler over south-east 
Europe, with temperatures nearer 
to the seasonal norm by the 
weekend. Central Europe will 
become drier and more settled but 
the Mediterranean and north-west 
Europe win stay changeable. 


TODAY'S TEMPERATURES 



Situation et midday. retnpvatom mw&mnt ter day. forecasts by PA WesthetQonm 


Abo Dhabi 

Accra 

Algiers 

Amster da m 

Athens 

Aflame 

B. Aires 

B.ham 

Bangkok 

Barcelona 


Maximum Bepng 
CsMtn Belfast 
Fair 30 Belgrade 
Fair 32 Berlin 
Fair 21 Bermuda 
Shower 9 Bogota 
Shower 19 Bombay 
Rain 10 Brussels 
Cloudy 21 Budapest 
Fair g C-hagan 
Thunder 33 Cairo 
Cloudy 16 Camas 


Sunil 
Cloudy 8 
Shower IS 
Drzri 8 
Shower 25 
Thunder 18 
Shower 34 
Cloudy S 
Rate 13 

doudy 8 

Sun 25 
Fair 30 


Cwdtfl 

Casablanca 

Chicago 

Cologne 

Dakar 

Data 

DM 

Dubai 

DuMn 

Dubrovnik 

Edinburgh 

Faro 


Cloudy 10 
Fata 22 
Fat 3 

Cloudy 9 
Sun 31 
Rah 19 
Sun 26 
Shown- 32 
Shower 8 
Thunder 18 
Fair 10 


Frankhat Cloudy 9 

Geneva Far 10 


Obntar 

Glasgow 

HaiBiig 

HetoMd 

Hong Kong 

Honohiu 

I stanbu l 

Jakarta 

Jersey 


Shower 21 
Shower 9 

<*&* 
nan o 

Fair 28 
Fair 29 
Sun 18 

Shower 3Z 
Shower 12 


Melbourne 

Mexico CUy 

Mtaini 

Man 

Mortal 

Macaw 


Ratal* 
Cloudy 18 
Fab 21 
Cloudy 9 
Thunder 31 
Fair 20 
Fata24 
Fair 28 
Cloudy 14 
Sun 2 
Cloudy 6 


Rangoon 

nnVfcn<f 

nvjRjuVw 

no 

Roma 

S,Ftaco 

Serai 

Singapore 

Stockholm 

Strasbourg 

Sydney 

Tangier 


Our service starts long before take-off 


Lufthansa 


Cloudy 21 

Johamritaura Shower 21 

Murad) 

Rata a 

Tel Aiitv 


Karachi 

Sin 33 

Nairobi 

Thunder 25 

Tokyo 


Kuwait 

Fair 25 

Naples 

Rain 18 

Toronto 

- ^ -f -f 

L Angelas 

Far 20 

Nanas 

Sin 29 

Vanoouw 

e-OTT. 

LasPBimss 

Fair 25 

New York 

Fair 7 

Venice 


Lima 

Thunder 25 

Nice 

Sun 17 

Vienna 


Lisbon 

Thunder 20 

fiBnnwLi 

rocosAi 

Sun 24 

Warsaw 


London 

Fakll 

Oslo 

Rata 5 

Washington 


LuxJMug 

Cloudy 7 

Paris 

Cloudy 10 

Tvevnpxin 


Lyon 

doudy 11 

Perth 

Fair 24 

TOvtipog 


Madeira 

Fair 22 

Prague 

Dost 7 

Zurich 


Fair 33 
Goody 3 
Thunder 31 
Shower 17 
Rata 17 
Shower 18 
Shower 32 
Rata 8 
Cloudy 9 
Shower 27 
Shower a 
Sun 28 
Shower 20 
fiar 2 
RUrtlS 
Cloudy 15 
Rata 10 
Rain 12 
Rain 8 
fairlB 
Sun -6 
doudy 8 


company today. 

Which firm 
has served Hays 
throughout? 


t h e an s w e r 

is 

Detoftteft 

Touche 



& 

focusing only 

on 

clients 

PdalB»kTtaicheLSSDniWttrOBiiH1Sa»nacnaw1lfaera.uinaooaC4A«mMlapannKWTiaaB : 3000 *=— rtrllr. Pin nrn urn 
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Companies in this issue 

ASLK-CGER 

22 Gold Fields 

28 

Aoeralia 

22 ING 

22 

Aggreko 

26 Indian Hotels 

20 

AfcattJ AJsthom 

22 International Bank 

6 

Ambtnveneto 

22 kscor 

28 

Anglo Atrorlcan 

28 Israel Discount Bank 

28 

Angkrvaal 

28 JC< 

28 

Arbed 

22 JP Morgan 

22 

Aristrain 

22 JSfcyB 

16 

Asda 

8 John Menzias 

8 

BBL 

22 KPMG 

18 

BBV 

22 Kingston Technology 

16 

BCH 

22 Krupp Hoesch 

22 

BCP 

22 Lehman Brothers 

28 

BMW 

24 Lfte-On Technology 

20 

BSkyB 

18, 8 Lyonnatee dee Eaux 

4 

Bank Leumi 

26 MAC 

161 

BankBoston 

18 MBNA American Sank 

. 26 

Baoeteel 

20 Mayflower 

.24.. 

Bayer 

22 Midas 

22 

Bayertoche Hypo 

26 Mundial Confianga 

22 

British Energy 

24 NSK 

22 

British Steel 

24 NTL 

8 

Bmxeles Lambert 

22 News Corporation 

18 

etc 

22 Novo Nortftsk 

22 

CTT Group 

18 Phteteei 

20 

cu 

24 Price Waterhouse 

18 

Cable and Wireless 

8, 24 Puma Finance 

26 

Cap Gemini 

24 RJB Mining 

8 

Caterpfflw 

18 Randgold 

28 

Chase Manhattan 

18 Royal & Sun Affiance 

8 

Christian Salvesen 

26 Royaia Beige 

22 

Cisco Systems • 

16 SAS 

22 

Cofinoga 

26 SBC Warburg 

22 

Comdex 

16 SKF 

22 

CommercteJ Union 

8 Samsung 

8 

Coopers &Lybrand 

18 Sequoia Capital 

18 

Credit Lyonnais 

2 Sharp 

20 

Dal-ichl Kangyo 

18 Shell UK 

8 

DaKiatflu 

20 Softbank 

1611 

Daimler-Benz 

22 Sony 

8 

Deutsche Telecom 

3 TeteftSnica 

18 

Dexia Belgium 

22 Telewest 

8 

Diamond Cable 

8 Thyssen 

22 

Energy Group 

24 Toyota 

20 

Ernst & Young 

18 Toyota Finance 

28 

Etam 

24 UCJ 

6 

Etam Ddvetoppemant 

24 US Steel 

4 

Five Utes 

4 Union Texas 

6 

Ford 

18 Usha Martin 

20 

Fbrtis 

22 V3Z 

4 

France Telecom 

4 Vickers 

24 

GAN 

22 Warner Bros 

8 

Gencor 

28 Whirlpool 

18 

General Cable 

8 Yahoo! 

16 i 

General Motors 

18 Ziff Davis 

16 , 


Market St a t is t ics 
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<$Amoi reparti service 32. 33 FTSE Actuaries share Men 34 


BenrimtoK 6mt bends 
Bond futures and opto® 
Bond prices and yMds 
Commatfes prices 
Mwdends anunced. UK 
BUS currency rates 
Eurobond prices 
Fixed Interest IreSccs 
FWSSP-A World indfcas 
FTSE GoW Mnes index 
Emerging Martel bonds ' 


Foreign exchange 
GBs prices 
tendon stare sendee 
Managed tads service 
Money manats 
New M bond issues 
Bouses 

Recent Issues. UK 
Short-term fm rates 
US Interest rates 
Wtortd stock marfats 


CROSSWORD, Page 20 


Chief price changes yesterday 


muaowrm 


Mas 380-75 

Bays 57.9 - 1.1 

HtA SB - 4* 

KSntaa 547-16 

Soaring 163 - 7.8 

MEWYOH Xffl 

fliwrom FW> * 2M» + 3i 

Alirot Syi 20*S * 1V> 

Bari Buy SBi «■ U 

Mb 

Dbco 31ft - 4* 

(Wen U> 27W - 3H 

tt&UC 2S\ i - 34 

LOHOOH |Pmh) 

Mb bb 

pwoew 135 *■ 22 

EBnt 1331% + 13ft 

Mb 

Comm Uwn 745 - 55 

Fairaf Grp 554-344 

GHE ZSS - 15 

OrionJWre 350 - 51% 

TORONTO [C$3 
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Hilton ‘fails to take over ITT’ 

Preliminary count of shareholder votes rules out hotel group nominees 


Oil unmoved by Iraq-UN tussle 

In the battle of nerves 
between Saddam Hus- 
sein, left, end the 
United Nations over 
the inclusion of US 
members In weapons 
inspection trams, one 
potential casualty is 
unscathed - the price 
of crude oil has 
scarcely moved since 
the tussle erupted at 
the aid of October. Nor 
is it likely to, say specialists, even if Iraqi crude 
oil exports are halted. Page 28 

Big Six come under s cr ut iny 

Does the increasing reliance of the Big Six 
accountancy firms on fee income from business 
advice - In many cases from audit clients - 
undermine their ability to be truly independent 
statutory auditors? The world’s leading stock 
market regulators have started to scrutinise the 
latest crop of merger plans. Introducing a new 
hurdle to global consolidation. Page 18 

Keny a n s look to elections 

News that Kenya is to hold presidential and 
general elections at the end of December will 
turn the spotlight on the country’s stock market 
as a turbulent year draws to a close. Page 88 


By Wffiam Lewis in New York 

ITT shareholders yesterday 
looked to have re-elected the 
US conglomerate’s board. This 
brings to an end Hilton Hotel’s 
10 month takeover effort and 
cmens the door to a rival bid by 
Starwood Lodging. 

S peak ing at the conclusion 
Of ITrs annual meeting i jj 

New York City yesterday, Mr 
Rand Araskog, ITT chairman, 
said a preliminary count of 
shareholder votes showed that 
Hilton had failed to get its 
board nominees elected. 

Hilton agreed that its slate 
of directors had been “appar- 
ently defeated". The company 
said: “While the result, if con- 


firmed, is disappointing and 
runs counter to the interests of 
I TTs shareholders, the fact is 
that the shareholders - the 
owners of the company - have 
spoken." 

If confirmed the result 
would be" likely to lead Hilton 
to withdraw its $9.4hn - or $80 
a share - bid. But it would not 
affect Starwood’s agreed 
$lD.2bn - or $85 a share - take- 
over offer. 

Ahead of yesterday's share- 
holder meeting, Steven BoDen- 
bacit, president and nVrirf exec- 
utive officer of HSton. warned 
ITT shareholders that if they 
failed to elect Hilton’s slate of 
directors the hotel company 
would withdraw its offer. 


ITT directors have said that 
the company is in “auction 
mode" and have pledged to sell 
to the highest bidder. 

Yesterday’s meeting, there- 
fore, could bring to a dose the 
a bitter 10 month battle 
between Hilton and ITT, and 
latterly Starwood. 

Insults have been traded in 
newspaper adverts and at a 
series of analyst and press 

meetings. 

Since tbe bidding process 
began to January, ITTs share- 
holders have received a total 
of five separate offers. Both 
Hilton and Starwood are offer- 
ing a combination Of each and 

stock, but Hilton’s offer con- 
tains a larger eompnnA7>t , 


Starwood 's bid offers ITT 
shareholders up to 30 per cent 
of $85 a share in cash and the 
rest in Starwood stock. Star- 
wood has also agreed to pay 
seven per cent interest on the 
total $85 a share value of the 
bid if fails to dose the deal by 
January 31 1998. 

The company has also put to 
place a “collar arrangement" 
which is designed to provide 
shareholders with some secu- 
rity even if Starwood’s share 
price tolls. Behind Starwood 's 
ability to pay $85 a share for 
ITT is its unusual status as a 
paired share investment trust. 

One Starwood share actually 
represents a share to each of 
two companies - a real estate 


investment trust, or REIT, 
called Starwood Lodging 
Trust, and an operating com- 
pany that manages property, 
called Starwood Lodging Carp. 

REITs are quoted invest- 
ment pools that raise money 
for real estate ownership, but 
are not allowed to manage the 
properties they own. They pay 
no corporate income tax. but 
are required to distribute at 
least 95 per cent of their net 
income to shareholders. 

Following the conclusion of 
the meeting at yesterday 
lunchtime, ITT’s shares were 
trading at $75 13/16, up 0-41 per 
cent, Hilton up 2.22 per cent at 
$31 11/16, and Starwood up 0.45 
per cent at $55 1/2. 
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NatWest 
in talks 
on equity 
arm sale 


Australia British Steel and Voest Alpine in discussions with group 

increases Preussag in talks 
P ri . c ^ of about future of 

shares steel subsidiary 


wm 


By Vincent Boland in London 

The Australian government 
yesterday raised the maxi- 
mum price institutional inves- 
tors win pay for shares of Tel- 
stra, the telecommunications 
group. 

The move followed initial 
bids that indicated many were 
prepared to pay above the 
original range to secure a 
stake to the country’s domi- 
nant telecommunications 
group. 

Just days before Telstra is 
to be privatised John Fahey, 
finance minister, the gov- 
ernment had decided to raise 
the upper limit of the price 
range for the shares from 
A$3.30 (US$2.43) to A$8.40. 
Telstra is tbe last big privati- 
sation in Australia to 1997. ‘ 

The share price increase was 
sparked by “overwhelming 
support for the offer at or 
above tbe top mid of the origi- 
nal A$2.80-A$3.30 indicative 
range”, Mr Fahey said. This 
was based on initial volume 
and price bids by domestic 
and overseas institutions, be 
said. 

He move signifies the gov- 
ernment’s confidence in tbe 
success of the A$l4bn privati- 
sation. This comes despite 
continued volatility on world 
stock markets. The increase 
could raise an additional 
A$l50m for the state. 

Tbe announcement coin- 
cided with another turbulent 
day on Asian financial mar- 
kets. The Hang Seng index in 
Hong Kong tumbled nearly 4 
per cent. Australian share 
prices feD 0.5 pm* cent. Syd- 
ney’s All Ordinaries index has 
fallen nearly 10 per emit since 
the original price range was 
unveiled six weeks ago. 

The privatisation has so far 
weathered the market volatil- 
ity. Before the turmoil, it is 
thought the government had 
I hoped to price the shares at 
A$3J>0. 

The issue has, however, coo- 
tinned to attract strong sup- 
port from institutional and 
retail investors. 

“I think people are looking 
at Telstra as a telecoms or pri- 
vatisation story ratber than 
an Asian story. Australia is a 
very mature market,” one 
London-based analyst said. 

About 1.8m Australian 
sm all investors have applied 
for shares. The government 
has promised them at least 70 
per cent of the Issue. This 
sparked fierce bidding for the 
remainder, a situation the 
government now hopes to 
exploit. 

The price range increase 
does not affect retail Inves- 
tors. They will pay a maxi- 
mum of A$&30 a share in two 
instalments. AS1.9G immedi- 
ately and not more than 
A$!-35 after a year. 

The final price for retail and 
institutional tranches will be 
announced at the weekend. 
Trading to the shares begins 
in Sydney and New York on 
Monday. 

Of more concern than mar- 
ket volatility tills weds was 
the threat of a fresh lawsuit 
against Telstra by Australis 
Media. Australis Media, a 
pay-TV operator, is facing 
insolvency. It is claiming 
US?L7bn to damages against 
Telstra, which also operates 
pay-TV, over a disputed pro- 
gramme distribution agree- 
ment. 

Tbe government has sought 
to play down the impact of the 
suit, which observers have cat 
ledupportunistie. 


By Ralph Afidrts in Bonn and 
Stefan Wagatyi in London 

Preussag, the Hanover-based 
industrial conglomerate, has 
thrown the future ownership 
of its steel subsidiary Into 
doubt after announcing a 
review of “strategic options” 
for the b usiness 

Talks have already taken 
place with British Steel and 
Voest Alpine, tbe Austrian 
steel group. The surprise 
i announcement highlights the 
j upheaval to the European steel 
industry, which this year saw 
the steel interests of Thyssen 
and Krupp. tbe rival industrial 
groups, merging and the acqui- 
sition by Arbed, of Luxem- 
bourg, of a stake in Spain's 
Aceraha. 

British Steel said it had 
reviewed many possible moves 
but refused to comment on 
them further. Executives have 
taken a close interest in Ger- 
many, owing to opportunities 
created by restructuring and 
the pressure of sterling’s rise 
on UK profitability. 

Preussag said it was looking 
to “establish a secure future 
position for Preussag Stahl" to 
a competitive environment 
But it emphasised that there 
“are currently no concrete 
negotiations taking place, nor 
have any options been decided 
or even decisions reached on 
this subject”. 

There is no timetable for dis- 


cussions, with companies 
besides British Steel and Voest 
Alpine also making 
approaches. Preussag already 
cooperates with Voest in man- 
ufacturing tailored steel com- 
ponents far the car industry. 

Preussag received warning 
of a possible political haniclash 
if it sold to an overseas com- 
pany. Gerhard SchrOder, prime 
minister of Lower Saxony, 
Preussag’s home state, said be 
wonld fight “with every 
resource" for the commercial 
independence of steel activities 
to the region. Unions have also 
expressed alarm at tbe possi- 
ble impact on jobs. 

A sale would mark a further 
strategic shift for Preussag, 
which is s eeking a controlling 
stake in Hapag-Lloyd, the 
transport and travel group.. 

Yesterday’s statement 
suggested Preussag had re- 
appraised the impact of the 
Thyssen/Krupp deal. Preussag 
previously said the merger was 
“no cause for concern”. 

Although steel is Preussag’s 
core business, it does not see it 
as a growth area ear marked 
for the big acquisitions needed 
to achieve necessary econo- 
mies of scale. 

Separately. Preussag hinted 
at its results for the year to 
September 30, saying after tax 
profits in the second half were 
“considerably higher" than the 
DM1 59m ($93m) reported to the 
first halt 






Michael Frame], chairman of Preussag, 
looking to ‘establish a secure future' 


which said it was 


By Jane Martinson m London 
and William Lewis 
in New Yoric 

National Westminster Bank is 
in talks with Bankers Trust 
and Deutsche Morgan Grenfell 
to sell tbe global equities divi- 
sion of NatWest Markets, its 
investment banking arm. 

The group rebuffed what it 
desen bed as an “unsolicited 
approach” from DMG. tbe Ger- 
man-owned investment bank, 
almost two weeks ago. 

DMG originally offered 
about £J50m <$253.50m) for 
parts of the NatWest business. 
NatWest rejected its cherry- 
picking approach, preferring to 
sell the whole business. 

However. NatWest was 
understood to be willing to 
return to the negotiating table 
after the fall-out of Barclays’ 
efforts to sell parts of BZW. 
CSFB declined to bid for all 
the equities businesses put up 
for sale by Barclays. 

Both NatWest and DMG are 
dow understood to be willing 
to compromise. 

Bankers Trust, the US com- 
mercial bank, is understood to 
have approached NatWest for- 
mally after its public rejection 
of the DMG offer. 

"People understood that 
they had listened to a previ- 
ously unsolicited approach.” 
said one analyst. 

None of the three parties 
would comment on the negoti- 
ations yesterday. 

However, the talks between 
Bankers Trust and NatWest 
were described as "toll-blown 
negotiations” by sources close 
to the deal to London. They 
said it was “still too early to 
say where they may be head- 
ing”. They added that Bankers 
Trust’s interest was driven by 
a desire to leverage up its net- 
work by expanding its cross- 
border equity area. 

NatWest publicly stated it 
was committed to its invest- 
ment banking division. It 
could still walk away from any 
deal. 

Bankers Trust and DMG are 
understood to be interested in 
the cash and equity deriva- 
tives part of NatWest Markets, 
which operates in the UK. US. 
continental Europe and Asia. 

One source at DMG said the 
group had always been willing 
to leave the door open to talks. 

Two weeks ago. NatWest 
denounced DMG’s offer as "not 
in the best interests of its 
shareholders or employees”. 

Lex. Page 13 


Barclays to sell 
equity and advice 
divisions to CSFB 


By Jane Mart in son 
in London 

Barclays, the UK bank, 
yesterday announced tbe sale 
of its European equities and 
corporate advisory businesses 
to Credit Suisse First Boston, 
the Swiss- American invest- 
ment bank, for £100m ($169m) 
- some £50m less than their 
book value. 

Martin Taylor, Barclays’ 
chief executive, sai± “I think 
this is a fair deal and a fair 
price." But some analysis said 
the deal was a poor one for 
Barclays, which put its equity 
and corporate advisory busi- 
nesses up for sale a month ago. 

John Akkra, analyst at UBS, 
described the deal as “awful” 
for Barclays: “Selling some* 
thing for below its asset value 
indicates that it's either a 
very, very bad deal or a very, 
very bad business ” 

While CSFB will bear the 
costs of integrating the 
acquisitions. Barclays will 
shoulder the burden of 
restructuring the 3,000-strong 
administrative department 
that services BZW. It will con- 
tinue to provide back-up 
administration for the busi- 
nesses it is selling for “several 
months”. 

Barclays said yesterday it 
would not know the full finan- 
cial impact of the deal until 
the complicated three-way 
split of its back office was com- 
pleted and Its Asian and Aus- 
tralian businesses were sold. 

Mr Taylor said: “I am happy 
with the deal as a whole. I 
only wish we had sold the rest 
of the business as well” 

CSFB is to spend £oQm on 
retaining more than 200 key 
members of staff - including 


most of the top management - 
out of a total of 960. CSFB has 
provided incentives, including 
share options, that pay to full 
after three years. The group 
expects to make an extraordi- 
nary charge of about a 00m to 
cover integration costs. 

In the first six months of the 
year, the businesses being dis- 
posed of generated revenues of 
about £120m, oat of a total of 
£2iSm from toe operations Bar- 
clays originally put up for sale. 
BZW reported revenues of 
£692m in the period. 

Alien Wheat, president and 
c hief operating officer of j 
CSFB, said the businesses his 
group had bought appeared to 
be profitable, although the 
complicated nature of the dis- 
posal made it difficult to tell. 

He expected toe acquisition 
to have a “negligible impact on 
profits" over the next year but 
to return more than IS per 
cent on equity in the year 
after. CSFB said the combined 
group would be the market 
leader In European equity 
issues and number two in 
equity trading in the UK. 

Under the terms of the deal, 
which will probably not be 
completed until next year. 
CSFB is expected to lease 
about five floors of the two 
buildings to toe Canary Wharf 
development in London’s 
Docklands occupied by BZ W. 

Barclays will also sell CSFB 
certain parts of its equity 
derivatives business. Barclays 
Capital Group, the debt busi- 
ness which remains of BZW. 
will keep the warrants and 
convertibles, structured prod- 
ucts and risk arbitrage ele- 
ments of this business. 

Shares fell 23p to £14^0 in a 
weak market 



BC European Capital VI 

ECU 1 billion 

$1.1 billion 

BC Partners is pleased to announce 
the formation ot BC European Capital VI, 
an ECU 1 billion fund for the acquisition 
of European businesses in partnership 
with management. 

Over the next three to four years, 

BC Partners expects the fund to invest in 
the acquisition of ten to fifteen European 
businesses, with acquisition values 
typically in the range of $200 million to 
S2 billion. 
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COMPANIES AND FINANCES SOFTBANK 


Softbank is a unique Japanese company. Led by Masayoshi Son, its flamboyant president, it has 
been touted as Japan’s answer to Microsoft. Son’s multimedia empire has expanded at breath- 
taking speed to become a global enterprise, but in the past year the group’s shares have tumbled, 
raising concerns about Softbank’s future. Paul Abrahams and Michiyo Nakamoto investigate 

Heat turns up on the rising Son 


When Masayoshi Son started 
Softbank in 1981, he stepped on 
to a couple of apple boxes and 
began lecturing his two part-time 
employees. He told them that 
within five years the start-up 
company would become Japan's 
leading software distributor. The 
two men stood wide-eyed and 
wide-mouthed. They resigned the 
neat day. 

But Son's prophetic words were 
vindicated. Softbank expanded at 
breakneck speed and by the late 
1980s it bad become Japan’s 
dominant software wholesaler, 
with the franchises for Microsoft, 
Novell, Sun Microsystems and 
Oracle. 

Since then a series of auda- 
cious acquisitions - funded 
mostly by bonds and the group's 
highly-rated shares, rather than 
the traditional route of bank 
loans - bas taken Softbank’s 
sales from just Y42bn in 1992 to 
an expected Y5l0bn rs-Llbn) this 
year. A two-year, Y450bn spend- 
ing spree has catapulted Soft- 
bank into the big league, an 
international multimedia group 
straddling both sides of the 
Pacific. Between May 1995 and 
April 1996, Softbank's share price 
ballooned from just Y2.Q40 to a 
peak of Y12.307. The market capi- 
talisation reached an astonishing 
Yi,067bn - valuing Softbank at 
117 times last year’s earnings. 

But now alarm bells are sound- 
ing over the sustainability of 
Softbank's phenomenal growth. 
The shares have tumbled more 
than 75 per cent from their peak 
to just Y3.000 yesterday. Most of 
its businesses are experiencing 
slowing sales growth and foiling 
margins. Net earnings this year 
are predicted to be just Y9bn, 
raising questions about Soft- 
bank's Y583bn of long-term debts. 
Further doubts have been raised 
by Softbank's selective financial 
disclosure and often obscure ■ 
accounting policies. The question 
now is whether Mr Son can hold 
his empire together. 

Until recently, the group 
appeared to be the model for a 
new type of Japanese company . 
marching to a high-tech multime- 
dia future and funded by 
Anglo-Saxon methods. As for 
Son, he has been portrayed as 
Japan's answer to Bill Gates, the 
type of entrepreneur seldom 
found in Japan. 

Son is a self-made man. Born 
into a poor family of Korean 
descent - not an advantage in 
Japan - Son left his hometown of 


Tosu on the southern island of 
Kyushu at 16 to attend high 
school in northern California. He 
then studied at the University of 
California in Berkeley, where he 
demonstrated nascent entrepre- 
neurial skills by inventing and 
successfully selling a multilin- 
gual pocket translating machine 
to Sharp for *lm in 1977. 

His US experiences helped 
mould his strategy. Softbank's 
goal is to provide the Infrastruc- 
ture for the digital Information 
age. To fulfil that ambition. Soft- 
bank has acquired or invested in 
a wide range of companies during 
the past four years to gain access 
to US computer multimedia tech- 
nology and then use those 
resources in Asia, where the PC 
and the internet have lagged 
behind North America. 

Son waxes lyrical about com- 
puter technology and the inter- 
net's potential. “We are currently 
at a cross-over point when the 
number of transistors in a semi- 
conductor chip have come to 
exceed the number of brain cells 
in our brains," he explains. 
“There is something very impor- 
tant in the fact that we exist at 
that cross-over point.” 

The acquisitions include Ziff- 
Davis Publishing, the world’s 
largest publisher of PC maga- 
zines: Comdex, the largest PC 
exhibition organiser, and King- 
ston Technology, a PC memory 
board maker. Softbank also has 
significant stakes in Yahoo!, the 
US internet data search service 
and Yahoo! Japan, as well as 
JSkyB. the $20bn digital 
multi-channel satellite-service 
joint venture with Rupert Mur- 
doch's News Corporation, Sony 
and Fuji TV. 

Son’s skiu at spotting promis- 
ing companies and then buying 
or taking a stake in them, has 
gained him a reputation as a 
canny businessman. “He haw a 
very good eye for finding high- 
quality businesses to buy,” says 
one Tokyo-based banker. 

The ability to conclude such 
deals has often depended on his 
charisma. That was apparent at 
the company's genesis in 1981, 
when he managed to persuade a 
bank manager at Dai-ichi Kangyo 
Bank to provide him with a 
$750,000 loan, even though he bad 
no collateral, no guarantors. gnd 
no business experience, it was 
similarly instrumental in per- 
suading Murdoch to allow Soft- 
bank to join the JSkyB .'consor- 
tium, even though he was close 


to signing with another leading 
Japanese company. 

But on his own. Son could not 
have fulfilled his ambitions. 
Much of his company’s expansion 
has been orchestrated by Yoshi- 
taka Kitao. who became Soft- 
bank's finance director in 1995. 
Kitao, a former banker at 
Nomura Securities with a reputa- 
tion for financial wizardry, is 
revered and feared by colleagues 
and analysts. 

Under Kitao's guidance - and 
with the backing of seven other 
farmer Nomura executives 
known as the “Kitao corps” - 
Softbank seemed able to raise 
funds on the capital markets for 
its acquisitions with ease. During' 
the past two years, a series of 
rights issues has increased the 
number of Softbank shares more 
than six-fold, while the group has 

Now alarm 
bells are 
sounding over 
Softbank’s 
phenomenal 
growth 

issued Y87bn of bonds. 

But Kitao and Son may have 
moved too for too fast The mas- 
sive debt they helped Softbank 
accumulate has become a source 
of anxiety. The two men appear 
to have recognised the danger 
and have moved to stop Soft- 
bank’s borrowings rising further. 
They have publicly stated that 
Softbank would refrain from 
acquisitions that required raising 
additional funds on the capital 
markets. 

Last month they also prevented 
a further substantial cash out- 
flow by renegotiating the Yl62bn 
price for their 80 per cent stake 
in Kingston Technology. The 
result is that Softbank is released 
from making $333m of schedule 
payments over the next two 
months. But the renegotiated 
deal stipulated that Softbank 
might have to pay $450m to the 
former owners in 2004 if profits 
targets were met or the business 
floated. As for reducing debt, 
jBfter the collapse in Softbank's 
shares, the option of swapping 
debt for equity no longer .appears 
affordable. 

" Son hopes to raise funds 
through the partial fintaHnnw erf 


Softbank's subsidiaries. Earlier 
this month, Softbank- floated a 
minority stake in Yahoo! Japan, 
the Japanese arm of the internet 
search service. Although the flo- 
tation was successful, the deci- 
sion to sell only 975 shares at 
Y700.000 each meant just YS82m 
was raised, an amount that did 
little to reduce Softbank's debts. 

One possibility std open is to 
sell stakes in Ziff-Davis - for 
which it paid SLSbn - or King- 
ston Technology. But with most 
options for raising fresh capital 
apparently dosed, the question Is 
whether Softbank's ongoing busi- 
nesses can bear the cost of the 
company’s debt or repayments 
when they foil due. 

Concerns have emerged about 
the underlying growth at Soft- 
bank’s original domestic software 
business and about the rate of 
return from the businesses 
acquired in the US during the 
company’s *4£bn spending spree. 

The Japanese operations' 
growth is decelerating fast, and 
margins collapsed in the first 
half to just 2.3 per cent As for 
recent acquisitions, operating 
margins fa the technology ser- 
vices division fell from 13 per 
rtxnt. fn the second half last year, 
to just 4.1 per cent in the first six 
months this year. The combined 
operating profits from the non- 
Japanese businesses in the first 
six months was only YSJbn. 

In theory. Softbank should face 
few short-term difficulties. In 
September, it had short-term 
loans of just Yfi.lbn, and just 
YlObn of long-term loans due to 
mature during the following 12 
months. The Daiwa Research 
Institute estimates this year’s 
free cash flow should be about 
Y18-2bn. 

The issue of cash flow is criti- 
cal. Softbank, in its March 1997 
animal report, stated that the pri- 
mary indicator of a company’s 
fmanriai performance should be 
the generation of free cash flow, 
which not only covered the cost 
of capital but also created real 
economic value well above file 
cost of capital The problem for 
investors, however, is that Soft- 
bank’s cost of capital, and, most 
important, the quality of the 
group’s cash flow, are unclear. 

Indeed, from published infor- 
mation, many of the , critical . 
areas for evaluating Softbank’s 
financial heal th r emain obscure. 
Softbank has been less than 
frank in disclosing its ^financial 
practices. For example, despite 


the importance that Softbank's 
management attaches to the sub- 
ject, there is very little disclosure 
about Us businesses’ underlying 
cash flows. Thau Is no segmental 
wash flow data, nor any explana- 
tion about the extort to which 
last year’s cash flow was gener- 
ated by acquisitions or previ- 
ously owned businesses. 

Another example of the diffi- 
culties in analysing Softbank is 
its unusually large foreign 
exchange gains. Last year it 
posted gains of Y4.248bn com- 
pared with Y3L&Sbn in the previ- 
ous 12 months. While there is no 
way of estimating the exact post- 
tax value of such revenues, in 
rough terms they represented 46 
per cent and 63 per cent, respec- 
tively, of Softbank’s net profits. 
Yet within- the accounts there 
was no explanation of Softbank's 
foreign exchange policy, nor how 
these warninga were achieved nor 
whether they were sustainable. 

Further concerns include: 

• At the dose of the last finan- 
cial year ending March 1997, the 
group's deferred tax liabilities 
had risen to Yl7.293bn compared 
with YlL343tm in the previous 
year. In September, accrued cor- 
porate and business tax liabilities 
were Y7-5bn. That is more than 
three times Softbank’s half-year 
net profits of Y22hn. 

• Softbank invested about 
$200m in about 48 companies 
Involved in network and comput- 
er-related venture businesses. 
There is no explanation of what 
their future funding require- 
ments might be, nor any sugges- 
tion that any of the investments 
have been written down, even 
fhnng h such businesses are high- 
risk. 

• Softbank's cost of capital is 
impossible to deduce from pub- 
lished sources. At the end of the 
last finanrial year, Softbank had 
long-term debts of Y595bn with 
bank loans at interest rates rang- 
ing from 2.125 per cent to 8 per 
cent, and bonds with rates 
between 0 per cent to 3.9 per 
cent There is no indication, how- 
ever, of the relative weights that 
should be given to these rates. 

• Some of Softbank's assets 
have unusually long depreciation 
periods given that it operates in 
the fast-moving multimedia 
industry. The group depredates 
its advertise' lists over periods of 
between 28 and 34 years, while 
some of its trade names are 
depreciated over 40 years. The 
effect is to enhance earnings. 



• The underlying profits of its 
foreign operations. Last year's 
net profits at the Softbank parent 
company - essentially its Japa- 
nese businesses - were YlO.Bbn. 
But the consolidated net profits 
were only Y9.1bn, suggesting 
overseas divisions are operating 
at a loss. For the latest half year, 
parent net profits were Y6bn, but 
group profits were YIL3bn. 

When approached by the 
..financial Times, Softbank 
refused to answer questions. Indi- 
vidually, none of these issues is 
necessarily critical-, but their 
cumulative effect is worrying for 
investors. 


Unless Mr Son 'can pull off 
some extraordinary coup, his 
group will be forced to rely on 
organic expansion. The clanger is 
that this may reveal the 
underlying growth of Softbank's 
businesses to be less than stellar 
- at a rate that may not Justify 
even its current multiple of 33 
times prospective earnings. That 
could damage the share price 
further. 

The risk is that Softbank could 
become a model, not of successful 
Anglo-Saxon capitalism but of 
the dangers of excessively rapid 
expansion. Son and Kitao may 
have over-reached themselves. 


SON’S PRIVATE COMPANY- U, - ^ 


Expose by anonymous insider gives 


MAC the knife 

increasing profit". MAC was able to 


If many of the critical* areas for 
evaluating Softbank's finanrial health 
remain obscure, among the most 
murky is MAC, which holds a 43 per 
cent stake in Softbank. The signifi- 
cance of this company - wholly owned 
by Mr Son - only became apparent 
after tbe publication this year of a 
book, 7%e Distorted Management of 
Softbank. The expose, written by an 
anonymous insider, described how 
MAC lends to and borrows from Soft- 
bank, and also takes on poorly per- 
forming operations. 

MAC’S purpose has been twofold. 
First it shields Softbank from currency 
swings. Second, by taking on poorly 
performing parts of Softbank's acquisi- 
tions it prevents Softbank’s financial 
performance appearing to deteriorate. 

“Softbank is one of the most difficult 
companies to understand," says Ncrri- 
yoshi Kobayashi, manager of the infor- 


mation division at Telkoku Data Bank, 
a private credit-rating agency. “Soft- 
bank moves funds among group compa- 
nies, [but] it is not possible to figure 
out exactly how the money is circulat- 
ing within the group.” - 

To provide a currency shield. Soft- 
bank has lent yen to MAC and receives 
interest in Japanese currency on those 
loans. MAC has then lent that money 
to Softbank Holdings, Softbank’s US 
subsidiary, in dollars, bearing dollar 
interest This allowed Softbank to bor- 
row at Japan’s low interest rates and 
use that money to buy American assets 
which provide US dollar revenue 
streams, while minimising exchange 
rate risks. In effect, the risk of the 
dollar falling against the yen - reduc- 
ing the value of the dollar revenue 
stream - has been carried by MAC. 

MAC has also taken on the less prof- 
itable parts of Softbank’s acquisitions. 


The book points out that MAC acquired 
the loss-making operations of publisher 
Ziff-Davis, such as its European subsid- 
iary, flea: $300m. The book claims these 
businesses posted annual losses of 
$40m, while the profitable parts of the 
company - acquired by Softbank - 
made only $lQm. Investors had Initially 
welcomed Softbank’s purchase of Ziff- 
Davis as shrewd, but the book empha- 
sises that Softbank had paid $L8bn for 
just $lOm of earnings. 

The book's claim that MAC was used 
to buy loss-making operations to main- 
tain Softbank's share price was particu- 
larly damaging, as it raised suspicions 
that the company might be hiding fur- 
ther information. 

Although Softbank has sued the 
book's publisher, Mr Son does not deny 
that he has used MAC to buy loss- 
making businesses of companies Soft- 
bank has acquired. 


He told Nikkei Business, the Japa- 
nese business weekly, that MAC took 
over the loss-making part c£ Ziff-Davis 
to reduce the risk far Softbank itself. 
Softbank had planned to bay those 
businesses back once they were profit- 
able. and if they remained unprofitable 
MAC could sell or close them, Mr Son 
argued. He emphasised be did that only 
because MAC was his own private com- 
pany and this allowed him, rather than 
Softbank, to shoulder the risks. 

To allay investors' fears, Softbank 
published MAC’S accounts this summer 
and stated it would disen t angle MAC 
from the Softbank group’s operations 
by 2000. And from next year, Softbank 
win assume responsibility for its own 
currency hedging. 

Mr Son’s strategy could work well as 
long as MAC’S bankers kept their confi- 
dence in tbs company. MAC, admitted 
Mr Son, “is not a company to seek 


buy Softbank’s poorly performing busi- 
nesses by raising loans from banks 
using its 43 per cent Softbank stake as 
collateral. The problem is that because 
Softbank’s shares have fallen more 
than 75 per cent from their peak to just 
Y3.000 yesterday, the value of its hold- 
ing may not be adequate collateral. 

"Typically, banks require collateral 
of 130 per cent when they are lending 
against shares," explains Mahendra 
Negi, an analyst at Merrill Lynch. “At 
this level, that Is no longer the case.” 
However, with the shares as low as 
Y2.930, the banks would be unlikely to 
raise questions about the viability of 
MAC or Softbank for fear the shares - 
their collateral - foil still further. 

On Monday Mr Son announced 


some of its US businesses to Softbank's 
Ziff-Davis subsidiary for $i0Om. This 
had allowed MAC to-pay Yi.abn of debt 
back to its bankers. In March, it had 
debts of Y354bn. His efforts initially 
appeared to work. On Tuesday Soft- 
bank’s shares rose 4.7 per cent to 
Y3.070, but by yesterday they had 
fallen back to Y3.00G. 

Even so, MAC’S debt is still substan- 
tial and at current prices its stake in 
Softbank - its most significant asset - 
is worth just Yl34.6bn. if Softbank's 
underlying businesses continue to dete- 
riorate and its shares slide a gain , Mr 
Son will need to spring another sur- 
prise to prevent MAC becoming a more 
si gni ficant problem. The danger is that 
MAC will be forced by its banks to 


raise capital by selling some or all of 
moves to shore up MAC. While he ' its shares, creating a vicious circle 
insisted MAC did not have cash flow which would depress Softbank's stock 
probl ems , he revealed MAC had sold price still further. 
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fire in the Valley 


Under 


When in early 1996 Softbank 
took its investment in a loss- 
making 18-month -old inter- 
net company to $l08m, the 
Japanese group became, to 
the snobs among Silicon Val- 
ley’s venture capitalists, the 
typical corporate investor 
with deeper pockets than 
understanding of the high, 
tech market dumb money, 
in the local vocabulary. 

That investment in 
Yahoo!, a guide to the world- 
wide web which has evolved 
into the leading internet 
media company, is now 
worth about *700®. “People 
thought we were crazy,” 
says Ron Fisher, vice-chair- 
man of Softbank Holdings. 
“‘Aren’t you paying too 
much?' they asked. But it's 
been a brilliant financial 
investment” 

Criticisms remain, how- 
ever. First, that Softbank 
overpays for its investments 

- a fact obscured by the 
high-tech boon, but which 
would be exposed In any pro- 
longed downturn. Second, 
observers question the value 

- in terms of contacts and 
synergies with other group 


sniper 

businesses - that Softbank 
brings to its investments. 

“They are regarded, I 
would not say with contempt 
but at least with disdain,” 
says one Silicon Valley ven- 
ture capitalist “They have 
made some very, astute 
investments, but they have 
made so very many invest- 
ments that it Is difficult to 
ten whether they meant to 
be astute." 

On the face of it the snip- 
ing is unjustified. The exhi- 
bitions businesses - built up 
since 1995, when Softbank 
paid S80Qm for Comdex, 
organiser of the gigantic 
annual computer fair in Las 
Vegas - will put on 70 
events this year, compared 
with 20 in 1994. 

Another beneficiary of the 
growth of the technology 
industry is the magazine 
business, which includes the 
Sl-fibn acquisition in 1995 of 
Ziff-Davis Publishing, owner 
of titles such as PC World. In 
the first half of this year, 
operating profits for the unit 
were Y7.4bn ($59m) on turn- 
over of Y44Jbn. 

Of the direct investments. 


only Kingston Technology - 
a producer of motherboards 
for personal computers, in 
which the group agreed last 
year to invest ?L3bn for an 
80 per cent stake - is a dis- 
appointment. Depressed by 
sluggish demand for memory 
chips, Softbank's technology 
services division, which 


in the first half. 

The price Softbank paid 
for these assets reflects its 
ability to borrow in Japan, 
where Interest rates are 
about half the level in the 
US. “With cheap capital, 
buyers can reasonably pay 
more than competitors with- 
out access to such capital 
sources," says Charlie Feder- 
man, chairman of Broadview 
Associates, which advised 
Softbank on the Kingston 
transaction. 

In addition to the direct 
investments, the group's two 
venture-capital units had 
by March 1997 invested 
about *200m in 48 high-tech 
start-ups, mainly internet 
companies. These venture 


of failures. Electric Minds, a 
developer of virtual commu- 
nities in which Softbank 
invested 41m, folded two 
months ago. However, win- 
ners such as E*Trade, the 
leading Independent web 
stockbroker, and USWeb, 
which hosts corporate web 


per cent return on invest- 
ment, according to Venture 
Economics. 

These returns are down to 
more than luck. Softbank is 
sufficiently well connected 
to get wind of the more 
promising ventures. “We 
were advantaged in the 
sense that our operating 
companies were immersed in 
the internet space.” says Mr 
fisher. For Instance, Masa- 
yoshi Son, Softbank chief 
executive, discovered Yahoo! 
because he sat cm the board 
of Cisco Systems, the net- 
working equipment group, 
along with Don Valentine, a 
partner at Sequoia Capital, 


So why all the sniping? It 
can In part be the reaction of 
some venture capitalists to 
corporate investors such as 
Softbank and Intel which bid 
up the valuations of start- 
ups and depress the poten- 
tial returns. 

But there are deeper prob- 
lems. Together, US 
operations generated operat- 
ing profits in the first half of 
just Y8.l68bn - not much of 
a return on Y450bn of invest- 
ment. And the stock market 

appears unconvinced that 
Softbank adds value to its 
component businesses. 

True, there are synergies. 
Yahoo! promotes Ziff-Davis 
an its site, while the pub- 
lisher produces a magazine 
called Yahoo! Internet Life. 
But Kingston Technology 
brings few benefits to the 
other activities. 

The decline in the parent 
company’s market capitalisa- 
tion, when most of its US 
businesses are riding a high- 
tech boom, highlights a fact 
that may be unpalatable to 
Mr Son: the value of Soft- 
bank's parts is greater than 
the whole. 


Yahoo! 's lead venture capital 
fUnds have had their share backer. 


includes Kingston, achieved 
margins of jost 4.1 per cent 


sites, have placed Softbank 
in the top quartile of venture 
investors in an industry 
which in 1996 recorded a 41 
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30 Sept. 1997 

30 Sept. 19 96 

% Change 

Turnover 

£3, 383m 

£2,942m 

+15 

Operating profit 

£82 lm 

£7 34m 

+12 

Profit before tax 

Profit before tax 

£l,ll6m 

£734m 

+52 

and exceptional items 

£797m 

£734m 

+9 

EPS 

35.5p 

l6.1p 

+120 

EPS before exceptional items 

I7.Ip 

16.1p 

+6 

Dividend per share 

3.75p 

3.4p 

+10 


Chief Executive s statement 

Richard H. Brown, Cable & Wireless Group Chief Executive said: 

“Our results underscore impressive growth throughout our business. We 
delivered strong turnover growth of 15% despite the strength of sterling. 
These positive trends are indicative of expanding and deepening our 
consumer franchise worldwide, thereby creating long-term shareholder value. 
We are transforming Cable & Wireless - building a solid foundation for the 
future. In the past year, our customer base increased by 50% to over 
1 5 million. Our mobile business is now adding customers at a rate of 50,000 
a week, while our Cable & Wireless brand has been put before 60 million 
more people in the past six months. 

Operating more efficiently and effectively, we remain determined to exploit 
global opportunities on behalf of our shareholders.*' 


Group profit and loss account 
for die 6 months coded 30 September 


Group balance sheet 

at 30 September 


Yor 

* 




31 March 

3! Match 





1997 

1997 

Acquisitions 

CourOpi 

1997 

1996 

lm 

£m 

£m 

£m 

£m ' 

£m 



Turnover of the group including its 




5.540 

7.002 

share of associated undertakings 251 

3,652 

3,903 

3.401 

902 


Less: share of rura over of 




a Adi 

952 

associated undertakings 

520 

520 

459 

0,44/ 

6.050 

Group turnover 251 

3,132 

3383 

2,942 


(4.512) 

Operating oosra (247) 

(2,315) (2.562) 

(2008) 

1.170 

1.538 

Operating profit 4 

817 

821 

734 

207 

22 

Profits Jess (losses) on sale or 




1.765 


termination of operations 


5 

12 

. 3.225 

- 

Exceptional item 


519 

. 


- 

Exceptional costs of a fundamental reorganisation 

(200) 

- 

471 

79 

Profit on disposal of fixed assets 


41 

61 

1,818 


Associated undertakings: 




936 

(169) 

Share of profits Iras (losses) 


(13) 

(40) 

7378 

(52) 

Net interest and other similar income 


(57) 

(33) 


1,418 

Profit on ordinary activities before taxation 


1,116 

734 

1.825 

(287) 

Tax on profit on ordinary activities 


(150) 

053) 

24 

1.131 

Profit on ordinaiy activities after taxation 


966 

581 

220 

(454) 

Minority interests . . 


068) 

(223) 

5,311 

€77 

Profit attributable to shareholder* 


798 

358 


Pence 



fence 

fence 

; 561 

30 3 

Earnings pgr share 


35.5 

16.1 

472 

30.3 

Earnings per share before eaceptional items 


17.1 

16.1 

A/lo 

11.1 

Dividends per share 


3.75 

3.4 

3,749 

1.58 

Average rarhangp rate USS:£1 


1.63 

1.53 

1.562 






5,311 






1.61 



1997 

1996 

fixed assets 

£m 

ha 

Tangible assets 

8,063 

5,376 

Investments 

1.124 

1,275 


9,187 

6,651 

Current assets 



Stocks 

89 

97 

Debtors — due within one year 

1,446 

1,184 

- due after more than one year 

157 

246 

Deposits and cash 

1,800 

1328 

Creditors: amounts falling due within one year 

3,492 

2,855 

Loans and obligations under finance leases 

378 

497 

Other creditors 

2,197 

1.985 

Net current assets 

917 

373 

Total assets less current liabilities 

10,104 

7,024 

Creditors: amounts falling due after more than one 

year 


Loans and obligations under finance leases 

4.122 

1.675 

Other creditors 

26 

19 

Provisions for liabilities and charges 

360 

219 

Net assets 

Capital and reserves 

5.596 

5.111 

Called up share capita] 

568 

559 

- Share premium account 

530 

458 

Profit and loss accounr 

2.102 

2,504 

Equity shareholders’ fluids 

3,200 

3.521 

Equity minority interests 

2J96 

1.590 


5.596 

5.111 

Closing rate of exchange US5:£1 

1.61 

1.56 


Group cash flow statement 

for the 6 months ended 30 September 


Year ended 




31 Maidi 




1997 


1997 

19% 

ha 


£m 

lm 

2,227 

Net cash inflow from operating activities 

1.197 

1.025 

(391) 

Returns on investments and servicing of finance 

(223) 

(168) 

(260) 

UK and Overseas tax paid 

(91) 

(71) 

(1.004) 

Capital expenditure and financial investment 

(728) 

(417) 

111 

Acquisitions and disposals 

(53) 

(29) 

(219) 

Equity dividends paid 

(156} 

(148) 

(732) 

Management ofliquid resources 

128 

(302) 

326 

financing 

93 

97 

58 

Increase/ (decrease) in cash in die period 

167 

(13) 


Consolidated statement of recognised gains and losses 
and reconciliation of movements in shareholders* funds 

for the 6 months ended 30 September 


Year ended 




31 March 
1997 


1997 

1996 

fin 


£m 

£m 

677 

Profit for (he period 

Currency translation differences on the retransianon 

798 

358 

(137) 

of fonsgn currency net investments 

12 

19) 

- 

Unrealised gam on disposal 

154 

- 

540 

Total recognised gains and losses relating to the period 

964 

349 

(76) 

Dividends -interim 

(85) 

(76) 

(173) 

-final 

- 

- 

49 

New share capital issued 

65 

336 

11 

Adjustment in respect of scrip dividend 

17 

6 

600 

Goodwill written back 

113 

13 

(461) 

Goodwill acquired and written off 

(1,623) 

^63) 

490 

Total movements in shareholders’ fluids 

(549) ' 

262 

3-259 

Opening shareholders' funds 

3,749 

3.259 

3,749 

dosing shareholders' funds 

3,200 

3.521 




Fimnrial Performance 

Turnover for the half year to 30 September 1997 increased by 13% to £3383 million 
(20% at constant exchange rates calculated by applying last year's average rare to this 
period's reported currency results). Including Cable & Wireless's dare of associa t es, 
turnover also increased by 1 5%, to £3,903 million (20% at constant exchange rates). 
Excluding acquisitions, turnover grew by 6% to £3, 1 32 million (11% at constant 
exchange rates). 

Operating profit rose by 12% to £821 million, and pre-tax profit rose by 52% to 
£1.116 million. Ex c l uding acquisitions, operating profit grow by 1 1% to £817 
million (17% at constant exc h a nge rates). We have continued to pay dose attention 
to productivity across our business units, the increase in operating costs in continuing 
businesses was held to 5%. 

Pre-tax profit before exceptional items rose by 9% to £797 million (14% at constant 
exchange rates). The exceptional items for the fine half year were a £519 million 
gain on the sale of 5.4% of Hongkong Telecom, which was partly offset by a 
£200 million charge relating to Cable & Wireless Communications' restructuring 
costs in the UK. Pre-tax profit excluding exceprionals and non-operating items rose 
by 14% to £751 million (20% at constant exchanges rates). Other non-operating 
items of £46 million inducted a £34 million gain on die sale of our remaining stake 
in Netcom. 

Earnings per share increased by 120% to 35. 5p (125% at constant exchange rates). 
Earnings per (hate before eneepdocul items for tbe period have risen by 6% to 17. Ip 
(11% at constant exchange rates). Before the effects of all non-operaring items, 
earnings per share grew by 9% (15% at constant exchange rates). 

This earnings growth is particularly encouraging Mum account is taken of tbe impact 
of new investments, including the consolidation for the first rime of the results of tbe 
UK cable companies within Coble fit Winders Communications. 

Operating cash Sow was ahead of the same period last year at £1,197 million 
compared with £1,025 million. Although capital expenditure in continuing 
businesses foil, overall capital expenditure in the first half was £729 mill inn. The 
major components were £418 million for Cable fit Wireless Communications and 
£155 million for Hongkong Telecom. 

Cadi paid to acquire investments in the first half was £i ,059 million, less £199 
million of cash acquired with tbe subsidiaries, a net investment of £860 million. 
Included io the principal investments were an increase in our stake in Oprus from 
24% to 49% and the acquisition of 49% of Cable fit Wireless Panama- In the first 
half year £767 million has been realised from investments, principally from the sale 
of 5.4% of Hongkong Telecom to China Telecom at full value. 

During tbe period £1 .6 billion of goodwill has been charged directly to shareholders' 
funds in connection with the Group's acquisitions. Gearing (net debt to 
shareholder* (hods) has increased to 84%. Interest cover was 13 times on profit 
before tax and exceptional items. Over tbe next 12 months we plan to realise a 
further £l billion from divestments of businesses we do nor control or cannot 
significantly influence. These divestments with our strong free cash Bows wjU enable 
us to make further investments as opportunities arise. 

Business Review 

In the pursuit of our vision to lead the world in integrated communications, we have 
capitalised on a number of opportunities during tbe last six months. We have 
strengthened our position in the UK with the launch of Cable & Wireless 
Communications. W: sold 2 stake in Hongkong Telecom to reinforce our partnership 
with China. A number of Chinese int eres ts now own in excess of 1 3% of Hongkong 
Telecom. In Australia w increased our stake in the enlarged Optus. Wc also acquired 
a controlling stake in Cable & Wireless Panama giving us management control. 

Wr are continuing to strengthen and deepen the management team, enhancing the 
mix of skills and experiences, with 25% of the top K)0 executives new to the 
Company. There is one common incmriir scheme for senior employees acroa the 
Company, including Hang Kong, America and the UK. paying long term bonuses in 
Cable & Winks* stock targeted at 15% canting* per share gnwh year on year oo 
year. 


Asia Pacific 

Hongkong Telecom continues to deliver impressive growth. Turnover was up 1 1% to 
HK517.678 million, and margins have been held steady ar 38%, with operating 
profit rising 10% to HKS6£>60 million despite price competition in the market 
place. This growth was delivered through a strong performance in mobile, business 
data and value added sendees. The drive to diversify revenues continues, with non- 
international revenues up 22% to represent almost half total turnover. International 
minutes were up 9%. as Hongkong Telecom da wed back international market share. 
Hongkong Telecom was recently awarded the first licence to operate a Video-on- 
Demand service enabling the company to place special emphasis on the launch of its 
interactive multimedia services in the coining months. 

We extended our influence in Optus to exploit the huge growth potential in 
Australia, and merged Optus Communications and Optus Vision to create a newly 
focused and fully integrated communications company We have put a new 
management team in place giving us effective operational management control In 
the year to 30 June 1997 Optus enjoyed excellent growth levels with telephony 
customers up 30% to 2.1 million. Share of the long distance market rose to 20%, up 
front 16%. Business revenues increased 32%, and total switched minutes rose 30% 
to 2.7 billion. Op mss share of the mobile market now exceeds 31 % with over 1.5 
million customers. 

Europe 

The formation of Cable & Wireless Co mm uni cations has enabled us to build the 
scale and scope of our UK operations. This is now the hugest integrated 
communications network providing telephony, entertainment, and information 
bundled products to customers- Telephony minutes were up 29% and accounted for 
92% of revenues. If CWC had been in existence throughout the current and 
preceding financial periods then revenues would have been up 12% to £1,103 
million, despite price erosion in the market, and operating profit would have been up 
62% to £123 million. The management team has committed u deliver synergy 
benefits in excess of £100 million by die end of this financial yean Cable Be Wireless 
Communications has seen significant growth in both its telephony and cable TV 
customers. Cable TV customers rose 35% in the period, and the number of cable 
telephony customers rose by an impressive 43%. 

Revenues in One20ne were up 1 30% to £230 million, and market share increased to 
10% from 7%. 0nc20ne has captured over 29% of net new customers surpassing all 
other UK mobile operators with the highest net customer additions b et wee n July and 
September this yean Average monthly revenue per customer rose 14% to £40 as a 
result of highly successful customer targeting campaigns. 

The Americas 

The Americas again delivered double digit growth in the first half 
Revenues in Cable & Wireless, Inc. in the USA rose by 26% to USS594 million and 
operating profit was up 22% to US$39 million. These achievements were supported 
by the high growth in the corporate sector, with revenues up 20% and switched 
minutes increasing by 23%. 

In the Caribbean, turnover, excluding acquisitions; rose 1 1 % to US$505 million, 
while profits rose by 12% to US$160 million. The total number of new customers in 
the region increased 55% to over 1 .3 million. As a result of the drive to rebalance 
revenues in the region, non international revenues showed strong growth, and the 
number of aisrotnere using internet services across the region rose by 1 30%. Io June, 
the acquisition of a 49% stake in Cable Be Wireless frnama contributed to profit in 
die region from the outset and provides a further 2.5 million prospective customers. 

Mobile 

Our mobile line of business has achieved record growth in tbe last year, We have 
increased our mobile customer base by 50% to over 3-5 million customers, and we 
are now adding customcn at the rare of over 50,000 a week. Mobile is tbe fastest 
growing segment of our business. MobileOne launched in Singapore in April, has 
exceeded 120,000 customers and surpassed hs 12 month target in just 80 days. 


Notes 

1- The interim financial statements are prepared in accordance with applicable 
accounting standards. The policies applied are those sex out in the Annual Report 
and Accounts for the year ended 31 March 1997. The interim financial 
statements are unaudited and do not constitute statutory accounts bur have been 
reviewed by tbe auditors. 

2. Tbe interim statement for the 6 months ended 30 September 1 997 was 
approved by the directors on 1 1 November 1997. 

3- The group profit and loss account, group balance sheet and group cash flow 
statement for the year ended 31 March 1997 are an extract from the sranitory 
accounts for tbe year which have been delivered to the Registrar of Companies. 
The report of the auditors on chose accounts was unqualified. 

4. Tbe tax chaige comprises UK tax of £12 million (1996 - £37raiIlion), overseas 
tax of £127 million (1996 - £1 10 million) and an associated undertakings tax 
charge of £1 1 million (1996 - £6 million). There is no tax on the exceptional 
hems. 

5. The dinscront have declared an inrerim dividend of 3-75 pence (1996 - 3.4 
pence) per ordinary share. The dividend will be paid on 2 March 1998 to 
shareholders on die register at 30 January 1998. 

As a result of recent changes to the taxation of dividends, UK pension fluids and 
certain other investors ceased to be able to reclaim the ux credit on dividends paid 
by UK companies. As a consequence die principal disadvantage to UK pension 
foods of paying foreign income dividends f"FlD') no longer arises and the 
directors believe that it is in the ben interest of the Company and its shareholders, 
as a whole, that tbe inrerim dividend be paid as a FID. 

The advantage of paying a dividend as a FID is that die company is able to recover 
Advance Corporation Tax on the dividend where, in broad terms, die dividend can 
be matched with repatriated overseas profits. This is particularly advantageous to 
die Company, given the high level of overseas profits. 

As a result of paying a FID, the company will not be able to offer the scrip 
dividend alternative. The directors have resolved to suspend the scrip dividend 
scheme for this dividend in accordance with the rules of the scheme. Shareholders 
with an existing scrip dividend mandate will automatically receive a cash dividend. 
The company reserve* die tight to withdraw its election for this interim dividend 
to be paid as a FID in tbe event that a change in the law is announced which in 
die directors’ opinion, could cause die payment of an interim dividend as a FID to 
be no longer in the best interests of die Company or die shareholder* as a whole. 

If the election is withdrawn, the interim dividend will be paid as a conventional 
dividend. 

If you have any enquiries as a UK shareholder, or would like a copy of the full 
press release please call the Company Secretary on 0171 315 6767. 
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Overseas growth lifts Telefonica 


By Tom Bums in Madrid 


Telefonica, the Spanish 
telecoms group, yesterday 
reported higher than fore- 
cast nine-month profits 
helped by strong earnings 
from its Latin American 
units. 

The results reaffirmed 
Telefonica's attempt to be a 
global competitor at a time 
of alliances In the 

telecoms sector. 

Consolidated revenues 
rose 18.8 per cent against 
January- September last 
year, to Ptal,742bn ($i2bn), 
and net profit after minori- 
ties climbed 17.9 per cent to 


Ptal41.7bn. Revenues from 
the group’s international 
division, Tisa, which is the 
largest foreign operator in 
Latin America, were up 41 
per cent to Pta355.8bn and 
now represent 20 per cent of 
Telefonica's sales. 

Tisa’s results were fuelled 
by CTC. its carrier in Chile, 
and by Telefonica de Peru, 
which respectively raised 
their revenues by 38.9 per 
cent to Ptal60.8bn, and by 
44.5 per cent to Ftal58.5bn. 

The Improvements were 
attributed to substantially 
increased line traffic and to 
revaluation of local curren- 
cies against the peseta. 


TelefOnlca's East-growing 
income in Latin America 
was matched by the contin- 
ued earnings potential of its 
business in Spain, where 
revenues from basic tele- 
phony rose 10.1 per cent to 
Ftai431bn and earnings 
from mobile usage by 47.fi 
per cent to Fta264bn. 

Analysts said TelefOnlca's 
strong results across the 
board would strengthen the 
group's band as it, consid- 
ered its strategic options in 
the wake of MCTs disengage- 
ment from British Telecom- 
munications and the Concert 
global telecoms allian ce. 

The Spanish carrier chose 


Concert as Its strategic part- 
ner in April. However, its 
options remain open because 
it had still not implemented 
wide-ranging undertakings 
previously agreed with BT 
and MCI when the US opera- 
tor decided this week to 
accept a $37bn bid from 
WorldCom. 

Both MCI and BT have 
since said that they hope to 
work with Telefdnica in 
Latin America. 

As part of its Concert 
agreement, Telefonica had 
planned to expand further in 
Latin America through a 
joint venture with MCL This 
would have included the 


option of a 10 per cent stake 
in Tisa for the US operator, 
the acquisition by Tisa of a 
33 per cent in Avantel, the 
Mexican telecoms company 
controlled by . MCL- and 'the 
development by both Tele- 
fdnica and MCI of integrated 
pan-American communica- 
tions services. 

The Spanish carrier had 
also agreed to cement its ties 
with BT with an equity swap 
valued at Ftaesbn. Teiefbn- 
ica was to become the exclu- 
sive provider of Concert ser- 
vices in Spain and BT was to 
sen assets in Spain that were 
in direct competition with 
Telefonica. 


Brazil turns screw on corporate US 


B razil's economic prob- 
lems have this week 
given a new and more 
immediate twist to a concern 
hanging like a rain cloud 
over Wall Street in recent 
weeks. While Asia’s finan- 
cial crisis h as unfolded half 
a world away, the problems 
closer to home have 
drummed a gloomy message: 
if the emerging markets are 
slowing, some of America's 
biggest multinationals could 
be facing a marked decelera- 
tion of their own In 1998. 

The outlook for companies 
in industries from cars to 
banking looks altered by the 
austerity programme 
announced earlier this week 
in Brazil. That, and the 
sharp rise in Brazilian inter- 
est rates introduced earlier, 
was Itself prompted by the 
financial pressures that have 
spread from Asia. 

The effects of this have 
been visible on US share 
prices this week. Companies 
as varied as Caterpillar, the 
earth-moving company, and 
BankBoston, the New 
England-based bank, saw 
their shares drop sharply on 
Tuesday, both losing around 
4 per cent of their value. 

The gloomy news from 
Latin America has had a 
noticeable effect on Wall 
Street for two reasons. First, 
while many American corpo- 
rations have looked to south- 
east Asia as a source of huge 
potential growth, the coun- 
tries of Latin America often 
represent present, rather 
than future, profits. 

Second, Brazil’s problems - 
have had a cumulative 
effect, prompting American 
economists and analysts to 
view the volatility in the 
world's financial markets as 
a harbinger of slower growth 
across the developing world, 
rather than just in a comer 
of Asia. 



from Latin America, more 
than any other US bank, has 
taken the greatest stock 
market hit. Its shares fell 
more than 4 per cent on 
Tuesday and by a similar 
amount in early trading yes- 
terday before stabilising. 

The company was ada- 
mant that the shifts in the 
market provided “no reason 
at all" to alter its profits pro- 
jections for the year. 


Hampering growth: landless peasants occupy the site of a future GM plant earlier this year ap 


David Mead, economist at 
Chicago's Harris Bank, 
warned that the situation in 
Brazil would have a “psycho- 
logical impact, with this 
coming on the heels of what 
is going on in Asia", 

The most vulnerable man- 
ufacturers, he suggests, 
could include the big earth- 
moving and agricultural 
equipment suppliers, who 
have seen sales to South 
America surge recently, as 
well as carmakers and some 
consumer goods producers. 

Already, there are fears 
that Caterpillar, the largest 
mining and agricultural 
equipment manufacturer, 
could see slower profits* - 
growth as a result Analysts ' 
at CIBC Oppenhelmer. far 
example, cut Burnings esti- 
mates fairly sharply far 1998 
and 1999 this week. 

Only a month ago, the 
company had been brushing 
off the impact of the Asian 
crisis, saying that recent 


sales declines in that region 
h qd been ‘insignificant” in 
the context of the group 
overall 

But add together Asia- 
Pacific and Latin American 
revenues, and these amount 
to almost one-quarter of 
total group sales (which last 
year stood at 91&5bn). Cater- 
pillar itself says it is sticking 
to its earlier forecast of 
“moderately higher" fourth- 
quarter sales and profits, but 
does add that it is “monitor- 
ing the situation in BrazA". 

Meanwhile, Whirlpool, the 
Michigan-based white goods 
manufacturer and the lead- 
ing supplier of major appli- 
■ ances in Brazil^ said that it 


Ford and General Motors 
probably stand alongside 
Whirlpool as the . two US 
companies most immediately 
affected' by the rise in inter- 
est rates that has seen the 
cost of borrowing for car 
buyers rise to more than 40 
per cent GM last year sold 
around 400,000 vehicles In 
. Brazil, while Ford, bouncing 
back from a slump following 
the untangling of a joint 
venture with Volkswagen, 
said it accounted far around 
16 per cent of vehicle sales 
In the country last month. 

Both companies cautioned 
this week about the effects a 
slowdown in the country 


_ /nexfcyear was likely to have 

was still assessing the; - while Confirming their 
impact Monday's announce- long-term confidence in the 


ment might have. The com- 
pany has just spent $217m 
lifting its stake in Brazil’s 
Brasmotor from 33 to 66 per 
cent Brasmotor shares fell 
by about 18 per cent on 
Tuesday. 


country and plans to con- 
tinue investment. 

Among US banks to have 
been hit by this week's 
developments, BankBoston, 
which derives 21 per centTof 
Its earnings and re venae 


A mong Wall Street’s 
banking analysts, 
though, the problems 
sweeping emerging markets 
have not been brushed aside 
as easily. International 
banks suffered losses on the 
stock market yesterday, in 
the wake of the decision by 
George Salem, banking ana- 
lyst at Gerard EGauer Mattl- 
son. to downgrade Bank- 
Amerlca, Chase Manhattan 
and J.P. Morgan, which all 
have extensive Aslan trading 
operations. Mr Salem said he 
had based his decision on 
the banks’ prospective profit- 
ability, which would be sig- 
nificantly affected by 
reduced trading volumes and 
Investment banking activity. 

For those US companies 
planning to sit tight through 
the current turmoil, there 
has been at least one encour- 
aging sign this week: Octo- 
ber car and truck sales in 
Mexico reached their highest 
monthly level since the 
December 1994 devaluation 
that prompted an economic 
crisis in that country, it was 
announced yesterday. The 
ccBzoBkera &nd others active , 
hr IJrazilf'are hoping the 
problems -;'wUl not be any- 
where. near as acute, or as 
long-lasting. 


Richard Waters, 
John Authers and 
Nikki Tait 


US lending company launches offering 


By John Authers in New York 


CIT Group, the US commercial 
lending company, today launches an 
initial public offering aimed at gen- 
erating proceeds of about 5793m, as 
the market for new US equity issues 
remains buoyant 

It Intends to use the funds raised 
to purchase the 20 per cent stake 
held in the company by Chase Man- 
hattan , th e largest US commercial 
bank. CTTs majority owner will con- 
tinue to be Dai-Ichi Kangyo Bank of 
Japan, which has owned a majority 
stake since 1989. 

Dai-Ichi Kangyo holds 80 per cent 
of the outstanding common stock. 


and has an option to purchase 
Chase's 20 per cent This will now be 
bought out by CIT. 

The offering was structured so 
that the proceeds of any over-allot- 
ment by underwriters - up to a total 
of $912m - would go to CIT. 

Details of this were not available 
until after the close of trading on the 
New York Stock Exchange yester- 
day, but Dai-Ichi Kangyo’s stake will 
in any case remain not far below 80 
per cent 

CIT said the transaction would 
give It more flexibility to access capi- 
tal markets, helping it to finance 
acquisitions, particularly in con- 
sumer lending, a sector which has 


seen Intense mergers and acquisi- 
tions activity so foe this year. 

The company stressed that it 
wanted to maintain a record as a 
"rational” acquirer, making pur- 
chases which immediately- enhanced 
corporate earnings, but said it would 
still benefit strongly from being able 
to use its equity, in addition to the 
debt markets. 

CTT has been privately held for the 
last 17 years, being owned by Manu-. 
facturers Hanover and then DaiJchl 
Kangyo. 

The deal will net a total of 8912m, 
assuming that the stock is offered at 
52&50, th e m id-point of the range 
given in CTTs prospectus, and that 


the underwriters' over-allotment 
option is exercised in fuH 
CTT said it would be looking for 
acquisition opportunities in three 
commercial sectors, including equip- 
ment financing, factoring, and com- 
mercial financing 
It said: "In all of these businesses 
we have the capacity and platform 
to be an acquirer." 

It is also looking at building its 
presence in the currently strong 
markets for home equity loans and 
private cars, both of which have 
seen commercial lenders nrnte signi- 
ficant in-roads on the banks’ tradi- 
tionally large share of the market in 
recent years. 


Murdoch 


sees ■- 

pay-TV 

shake-up 


By John Gapper, 
Madia Editor 


Rupert Murdoch, c h ai rm an 
of News Corporation, yester- 
day said be expected a 
restructuring of pay televi- 
sion in Australia^ where 
operators including the 
cable companies Telstra and 
Optus Communications are 
sustaining losses. 

“There has got to be some 
sort of restructuring. Every- 
one has been losing money. 
It is crazy,” said Mr Mur- 
doch, who is exposed to 
these losses through FoxteL 
a television joint venture 
between News Corporation 
and Telstra. 

Mr Murdoch, speaking in 
London after the animal 
meeting of the satellite 
broadcasting company 
BSkyB, also confirmed that 
his son Lachlan was the 
most likely of his three chil- 
dren to succeed him as News 
Corporation’s chairman. 

He said who Is 

currently in charge of Aus- 
tralian newspaper oper- 
ations, had been “selected” 
as the most likely successor 
by the three children. They 
include Elisabeth, who is 
BSkyB’s general manager in 
charge of programmes. 

Mr Murdoch said he was 
likely to “stay alive for a 
while yet” and a final deci- 
sion on his successor would 
only emerge “a month or 
two after I die”. His per- 
sonal shareholding in News 
had been transferred to his 
cfaQdren. 

He doubted whether UK 
soccer clubs would be able 
to attract large audiences to 
their matches on pay-per- 
view television. Most people 
were likely to keep watch- 
ing matches on premium 
television channels such as 
Sky Sports. 

Mr Murdoch was speaking 
after BSkyB released first- 
quarter results showing file 
effects of investment on its 
planned move to 200-chan- 
nel digital television next, 
year. He also announced 
plans for a rapid launch of 
pay-per-view TV. 

BSkyB’s pre-tax profits in 
the quarter to September 30 
«I1 7 pgr^ceht fijorn £66. 3m 
to £6L8m35105m) despite a 
slight increase in operating 
profits from £79.5m to 
£79 .8m. The fall was partly 
due to investment in its 
joint-venture channels. 

BSkyB disclosed plans to 
devote capacity on its satel- 
lites to choiring about 10 
films per month on pay per 
view. It plans to devote 
about 70 digital channels to 
showing films at half-hour • 
intervals when it launches 
di gital this spring. 

BSkyB's operating costs 
rose 34 per cent to £250m, 
with the largest cost 
increase coming from the 
rise in the amount it pays 
the Premier League for soc- 
cer rights. It has now trans- 
ferred to a £6 70m contract 
over four years. 

Mr Murdoch said he 
expected BSkyB to have a 
“flat” year but to flourish 
after that He also intended 
to continue under-cutting 
prices of other UK national 
newspapers. 

Shares in BSkyB closed 
down lOp at 405%p. 
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US stores group 
beats forecasts 




urn-quarter *> - 
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forecast of 44 cents a share, according to rusi 

tracks analyst prediction 8 - nttm. or 7.2 per cent 

£«£e of »aSTor 6.4 per cent of aaJes, for the third 
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nhteaore basis. Mies were up 3.1 per amtmai 

quarter. 


RETAILING 


Inventory fears hit Nordstrom 


Nordstrom stock fell more than 5 per cent JWtentoy -on 

con^Sbout high *** 

were slightly better than expected, analyst said. ^ 

The upmarket clothing retailer was off ISA at*®# 
after reporting third-quarter earnings late on Tuesday m 
SS, compared with « cente %**££** 
consensus estimate of 46 cents. Analysts said profit-taking 
and market nervousness also hurt the stock. . 

“The inventories were a little higher than people would 
have liked," said Dean Ramos of Date Bosworth. 

Company executives said In a conference call on Tues 
day that inventories at the end of the quarter were up 15-8 
per cent over year-ago levels but only up about 12 per 
cent when the compands catalogue t Ron 

excluded, according to Harry Ikenson of Rodman & Ken 
shaw. Reuters, &eame 


■ COMPUTER GAMES 

AMD, Digital Anvil in alliance 


Advanced Micro Devices said it had entered Into an alli- 
ance with Digital Anvil, a privately held interactive game 
company. AMD said the deal which includes an invest- 
ment in Digital Anvil of an undisclosed amount, covers 
long-term technology and marketing activities. 

It said Digital Anvil would incorporate AMD's new 
three-dimensional visual technology into all Its gaming 
titles currently under development. AMD will include the 
technology in future versions of its KS-femily of micropro- 
cessors. . 

Digital Anvil has a separate publishing agreement with 
Microsoft, which is also an equity investor in the com- 
pany Reuters, Austin, Texas 


BANKING 


NationsBank to increase staff 


NationsBank said It will add 200 telephone call centre 
employees in Florida, even with its planned acquisition of 
Barnett Banks. The bank said it would keep the 1,660 
employees now working at four call centres and planned 
to add 200. 

NationsBank's acquisition of Florida-based Barnett 
Banks is expected to be completed early next year. 

The company said that Barnett has a centre In Jackson- 
ville wlth&bout 250 employees, another in Miami with 240 
employees and a thiriftn Tampa with 571X NationsBank 
has a call centre in Tampa with about 600 employees, tt 
said. Reuters, Jacksonville, Florida 


INSURANCE 


Frontier results disappoint 


Shares of Frontier Insurance Group fell sharply after the 
specialty insurer reported third-quarter earnings per 
share five cents short of analysts' estimates. 

The company’s net income increased 56 per cent in the 
quarter but analysts said a combination of lower-than- 
anticipated net written premiums and higher expenses 
contributed to the downside surprise. 

After the market closed on Tuesday, Frontier reported 
net.income of SlA&n, or 42 cents a diluted share, up from 
59.5m, or 38 cents, a year ago. 

Analysts surveyed by First Call, the business informa- 
tion group, had looked for operating earnings of 47 cents a 
share. 

One reason the company missed the number, according 
to Evaren Securities analyst Steven Huffines, was higher- 
than-expected expenses related to its recent pace of acqui- 
sitions. 

"Frontier has been an active acquirer, and expenses 
from the acquisitions have bumped up the expense ratio,” 
Mr Huffines said. AP-DJ, New York 


Comments and press releases about international 
companies coverage can be sent by email to 
interrujtitoruU.comp(mies@fLcom 


A high price for global ambition 


W A 

Mergers among Big Six accountancy firms may face regulatory intervention 

rp ha decision of the of the paragraph will have audit clients - undermine In the light of mergers, make a formal 


T he decision of the 
world’s leading stock 
market regulators to 
scrutinise the latest mergers 
among the Big Six accoun- 
tancy firms introduces a new 
hurdle to global consolida- 
tion in the sector. The news 
must have chilled the blood 
of those who have risked so 
much in floating ambitious 
plans to create giant firms. 

The intervention was 
entirely unexpected and 
came from an unlikely 
source. Iosco, the Interna- 
tional Organisation of Secu- 
rities Commissions, which is 
the dub of world stock mar- 
ket regulators, issued a com- 
munique on the internet 
from Taipei Taiwan, follow- 
ing its annual conference. 
Representatives of the US 
Securities and Exchange 
Commission and the UK’s 
new Financial Services 
Authority were present 
Several observers have 
said that merger plans 
recently announced by Price 
Waterhouse and Coopers &. 
Ly brand, and Ernst & Young 
and KPMG, were widely, if 
Informally, discussed by 
senior regulators. 

The final communique 
devotes a paragraph to “tak- 
ing note of the consolidation 
of the largest international 
accounting firms". The rest 


of the paragraph will have 
been read with horror by 
those to the profession who 
fear regulatory intervention 
to their business, 

Iosco noted “the increas- 
ing reliance oil revenues 
from consulting and other 
non-audit services” among 


Regulators are 
worried about their 
own lack of choice 
when It comes to 
using professional 
firms to help 
them regulate 
the market 


the Big Six firms and the 
need to "explore the impact 
of those developments on the 
Independence and quality of 
audits conducted, mid other 
accounting services provided 
by those firms”. 

The argument apparently 
behind these remarks is old 
but potent. It is also highly 
sensitive. Does increasing 
reliance of the big firms on 
fee income from business 
advice - in many cases from 


audit clients - undermine 
their ability to be indepen- 
dent as statutory auditors? 

Until now, the presump- 
tion has been that regulators 
rely an self-regulation by the 
firms to safeguard indepen- 
dence. A sheaf of rules are 
followed by the big firms to 
safeguard shareholders and 
secure auditor independence 
- such as the disclosure of 
fees earned by auditors in 
non-audit work. Certainly, 
the European Commission 
has decided to work with the 
profession rather than inter- 
vene to the marke t. 

But the Iosco communique 
confirms that the organisa- 
tion will force regulators to 
at least consider new safe- 
guards. As one observer 
said: "The Big Six firms 
have put their heads above 
the parapet” 

The regulators also worry 
about their own lack of 
choice when It comes to 
using professional firms to 
help them regulate the mar- 
ket - such as in the UK stat- 
utory requirement that audi- 
tors report on internal 
controls within a bank. 

Several regulators com- 
plain that the Big Six are 
already bumping into them- 
selves - to that conflicts of 
Interest severely reduce the 
choice available. 


In the light of mergers, 
regulators are concerned 
that the Big Six are often the 
only firms they can turn to 
for many tanka — including 
roles linked to corporate fail- 
ures, rescues and trans- 
actions. Global expertise, 
and the resources to act and 
implement . services across 
borders, are rare. This Is one 
reason firms want'to merge 
- and regulators are worried 
at the small pool which win 

be left 


I osco's Intervention is 
surprising, because until 
now it was felt that regu- 
latory opposition would 
come from competition 
authorities - principally in 
the US, Europe and Tokyo. 
Concern among securities 
regulators is potentially 
much more dangerous, as it 
will focus on audit - where 
the merged firms are most 
exposed to allegations of 
market dominance - and 
because it Involves large 
multinational clients, the 
very market they are merg- 
ing to serve. 

Iosco is just a dub. But it 
is a powerful dub, with pres- 
tigious members. Its pro- 
nouncements are well 
respected and likely to estab- 
lish practice. It is understood 
that while Iosco may not 


make a formal submission to 
the competition authorities, 
it may well alert them infor- 
mally to its concerns. 

The communique says 
that fosco's technical com- 
mittee - which exists to 
facilitate the listing of multi- 
national companies - “will 
consider the policy implica- 
tions of changes within the 
accounting profession on 
independent audits of finan- 
cial statements of securities 
issuers and of ftnanHai ser- 
vices firms”. 

While no Judgment is 
given here, the depth of con- 
cern is evident 

It will be Ironic if the rush 
to merge resurrects the argu- 
ment that the big Anna 
should be further restricted 
in the services they pro- 
vide to audit clients. 

David Cairns, editor of 
World Accounting Report, 
said: "Global mergers 
require global regulation. If 
this means Iosco Is going to 
limit the big firms doing 
non-audit worts: for audit cli- 
ents, then it has big implica- 
tions.'’ 

These ore unlikely to 
include blocking the mergers 
- but the Big Six firms may 
have to pay a high price for 
their global ambitions. 


Jim Kelly 
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R EQUITY DISTRIBUTION NETWORK ENABLED US TO 


DELIVER; THE LARGEST-S HARE OFFER IN GREECE’S HISTORY 
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HSBC Investment Banking took OTE, the dominant provider of telecommunications services in Greece, further than could be imagined. As joint global 
co-ordinator we made use of our outstanding ability in global equity placement to execute Greece’s largest ever privatisation. Working through forty two offices 


on five continents, our powerful institutional equity sales force created strong demand from top quality institutions throughout the world. The US$1.2 billion 
offering was a landmark for innovation m Greece. It incorporated a capital increase for the company and a secondary offering of Government shares. It also 
featured Global- Depositary Receipts and an open price offer structure - all firsts for the Greek market. 

Corporate Fitt&nce * Project and Export Finance *■ Specialised Fnamcc * Private Equity HSBC Investment Banking 

Loan Syndication *■ Equity Research and Distribtttka ► Asset Management * Private Banking ,, , 
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THE SOUTH AFRICAN BREWERIES LIMITED 


(Tncorpo>*t6« in the Hapubic * Sorti Mfca) 
Hefl.Pfc.flSfl6028»6 


ABRIDGED INTERIM REPORT 
for the six months ended 30 September 1997 


Turnover 
12% improvement 

Profit before taxation 
Rises 14% 

Earnings from continuing operations 
Also up 14% 

Headline earnings per share 
Advance by 12% 

Dividend per share 
12% increase 

OK Bazaars group sold 
R600 million provided 

Prospects 

internationally SAB's activities should continue to benefit from growth in the 
majority of the economies in which they operate, notwithstanding current 
volatility in emerging financial markets. 

The Group is still anticipating the achievement of real growth in fully diluted 
headline earnings per share for the year as a whole, provided that domestic 
consumer demand does not weaken further, particularly over the critical 
peak-season trading period. 


INTERIM DIVIDEND 

The Board has declared an interim cflvkJend of 73.0 cents par ordinary share, on account of the year 
ending 31 March 1998, payable on or about 31 December 1997 to ordinary shareholders registered 
on 28 November 1997 (The record date 1 ). 

2 Jan Smuts Avenue Johannesburg 2001 Republic of South Africa 

Copies of Hw Interim Repot which cantata fvB pitrtiajiarstf thacfivkiend 
be pasted to negotona Shamhaldaes and can bo obtained ham the London Sacn t ms. 

Ja (London) Umted. 6 St James's Place, London SWA JAff? critemstfon thetamwathapMvwwsao.a )j a 


1997 NINE MONTH PERFORMANCE 
AND FULL YEAR PROFIT OUTLOOK 

Sales 

For die first nine months of 1997, TECHNIP has consolidated sales of 835 billion 
French francs, compared to 7.45 billion French francs for die corresponding 
period of 1996. This is an increase of 12.1%. 

This figure excludes sales horn the new company KREBS SPEICH1M, which 
Is currently in the process of being organized. 

The facilities of die Leuna refinery have been handed over to the client within 
the contract schedule and the refinery Is now in its start-up phase. 

Sales growth for the final months of the year should be in line with that of 
the first nine months. 


Consolidated sales 
(in millions of French francs) 1997 


1996 


First quarter 
Second quarter 
Third quarter 


2,433 

2,907 

3,012 


2.363 

2,526 

2,562 


Total 


8,352 


7,451 


1997 outlook 


TECHNlP's net Income, Incorporating the expected additional French 
corporate tax charge, should improve by more than 15% as a result of prudent 
management of both its foreign exchange exposure and its cash investment 


TECHNIP 


DESIGN & CONSTRUCTION 
OF MAJOR INDUSTRIAL PROJECTS 


CONTRACTS & TENDERS 


ROMANIAN MINISTRY OF INDUSTRY AND 
COMMERCE 

ROMANIAN ELBCnuClT/ AUTHORITY 
INVITATION 

is Tender for Advisory Services Is CoBoecdoa with 
Cernavoda Nodear Power Plant Cssaplethai 

Tbe Roounun Oo'cromctn bn confirmed its imtnm i tme iiT to complete Ccuavubi 
Nuclear Power Plan! fNNPJsnd sen forth iif priority by Decree issued in Febrjmy 
1997. Aa LoerairiooaJ Committee i* the Cavemma leveo <•<*• formed to bmacfa 
snd raonuor the process of Comrade Npp Pro j ect completion. Tbe Romanian 
Ejccnicily Authority fRtNEL) iquesenu the Lkifity rcsporcttc for Project comptakn 

Rormnim Government and RENEL need financial S legal advisory services to 
define possible fraanciiif: scenarios for tbe overall parlcage for the Project 
t approxi ma tely USD 750 million) and to identify the most suitable financing 
solution for Romania to complete Cemnwfa NPP. Adviaing fe also necessary to 
conclude the comm er c ia l contract with our partners Involved in tile Corns voda 
Project. 

Interested bidden are invited to contact the following for any farther htfonnatkat 
and In obtain the Knar ctf r e f erence of Bender brviiaricm 

loan Uoguremm 
Director 

Diroetii dc Aftceri Im enwno m h! 

RENEL 

Bd. C-ral Ol Mngbcru nt 33. sector 1 

Tel: 40 1 312 96 14; 40 I fiSO 73 52; 

Fw 40 1 31296 14 

Tbe proposal shall be submitted rat or be fo re 12X0 noon. November 21. 1997. 
Budiarcst tinx to loan UnsufOtnu, RENEL, to (be above address. The selected 
adviser will be mnounoaf by RENEL by November 30, 1997 and tin Contract wfll 
becooriudcd by December 18. 1997. 

bqxractffcdgTlKaxtaastiiadviiq'tipaefgfcdfr M pgti^MtBnptieftoiaafinaocjnB. 


PERSONAL 


PUBLIC SPEAKING 

Training and q*ech wring by 
awHtd »*ring speaker. 
Ffatfeaaonfnae. 

Tel: (01923852288) 


Appointments 

Advertising 


appears la tho UK odfUoit ovory 
Wodnoadoy A Thors day and in tbo 
h U Ti tatt WHl aattoo every Friday. 
ftr terthw W dn a tfen ploaao tatt 


Toby I 
+44 0U1 873 4007 


BUSINESS 

WANTED? 


You want to 
advertise in 
the 

Financial 

Times. 

For further 
information 
please contact 


Marlon 

Wedderburn 

on 

444 01718734874 
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COMPANIES AND FINANCE: ASIA-PACIFIC 


Price falls dent profits at Sharp 


By NUchtyo Nakamoto in Tokyo 

Price falls and a downturn In sales 
ot TVs «nri air-conditioners hurt 
first-half profits at Sharp, the Japa- 
nese electronics manufacturer, in 
spite of record revenues. 

Recurring profits fell 20 per cent 
from Y42^bn to Y34.4bn ($275m), 
while net profits declined 16 per cent 
to YSOabn- 

Consolidated sales rose from 
Y865.4bu to Y89&7tm, but the com- 
pany was hit by sharp fells in prices 
of electronic devices including liquid 
crystal display panels and flash 
memory chips. 


The decline in prices, caused by 
intense competition, was u per cent 
larger than Sharp expected at the 
start of the year and cost Y89.9bu in 
revenues. Tbe price of LCD panels 
fell 19 per cent on average, while 
flash memory chips plunged 40 per 
cent in the period. Sharp said. 

The company saw lower-than- 
expected demand in tbe PC market, 
leading to a 29 per cent dedine inPC • 
sales. In Japan, sales were affected 
by an increase in the consumption 
tax. 

In consumer electronics, a -cool 
summer led to lower sales of air con- 
ditioners. The 7.15m unit sales for 


the industry as . a whole compares 
with ah Initial forecast of 7.5m. 

However, Sharp continued to 
enjoy fiim demand for its personal 
digital organiser, the Zaurus, ami for 
mobile communications products 
such as personal handyphone 
systems. ' 

Continued weak dwwnnd in Japan 
and downward pressure on. prices 
are expected to reduce profits for the 
full year: Recurring profits are 
expected to total Y77.6bn, or 12.4 per 
cent below' last year's Y88.6Sbn, 
while net profits wlH reach Y4flJ5bn 
against Y4835bn. 

Sharp expects Mi-year group sales 


to climb from Yl.TSObn VWJJJn- 
_ charo said it would participate in 

the SkyBridge 

high-speed commumcatiousbeing 

lSby^catel, of Franco. The jro- 
SLSe oStt to launch 64 
Sdset up 204 ground stations 
global high-speed internet and multi 

media communications. 

Toshiba has already joined the 

Tirrsipct. which alms to begin global 
multimedia communication services 

companies will provide technology 
for the development of 
nate, solar cells, terminal parts and 
interfeces. 


Indian Hotels suffers as costs rise 


By Krishna Guha Hi Bombay 

Pre-tax profits at Indian 
Hotels, the country's biggest 
hotel group, fell 12 per cent 
in the first half to Rs558m 
($l5m) as rising costs coin- 
cided with a sharp decline 
in demand from business 
travellers. 

Revenues grew only 4 per 
cent to Rs2.48bn in the six 
months to September 30, 
compared with a 16 pa- cent 
rise in expenditure. 

The results indicate the 
problems at Indian Hotels 
following the ousting of Ajit 
Kerkar. former fthafrman . in 
September. 

The new manageme nt said 
yesterday. “In view of the 
seasonality of business, 

firm n Hal re mits fnr the first 

half are not indicative of the 

full year.” 

In a recent speech to 
shareholders, Ratan Tata, 
the new chai rman , said tha 
company needed to change 
its goal “from being the big- 
gest hotel company hi India 
to being the best”. 

He said standards had 
slipped at some of the 
group's flagship Taj hotels, 
and that only five hotels in 
the group made a significant 
contribution to profits. “The 
rest of the properties are a 
burden on them,” he said. 

The Indian hotel industry 
is suffering from failing busi- 
ness traffic and slow growth 
in tourism because of high 
prices. Falling numbers of 



Falling numbers of business travellers hit hotels such as the Taj in Bombay, which accounts for one-third of group profits 


foreign business travellers - 
discouraged by India’s eco- 
nomic slowdown and politi- 
cal instability - hurt tbe 
group’s five-star hotels most 

Industry-wide demand for 
rooms fell 6.7 per cent in the 
first half - after a drop of 9 
per cent in the same period 
last year - prompting fierce' 
discounting. 

Profits at Indian Hotels 
were flattered by a one-off 


transfer payment from the 
Taj International Hong Kong 
and a Rs26m credit carried 
over from the previous year, 
while a 16 per cent increase 
in costs compares poorly 
with a 6 per cent Increase 
announced yesterday by the 
rival East India Hotels 
group. 

The company said this 
reflected a new wage deal at 
its Bombay and D elhi hotels. 


Analysts said yesterday’s 
figures were worse than 
expected. “Indian Hotels has 
gone through six months of 
turmoil - it has not had 
much of a strategy,” said 
Rahul Rege, hotels analyst 
at ESP Merrill Lynch. 

There were tentative signs 
of recovery in occupancy in 
Delhi and Calcutta, but 
Bangalore remained flat and 
there had been little 


improvement at the Taj 
Bombay, which accounts for 
one -third of Indian Hotels' 
profits. 

Priya Uppal, hotels analyst 
at Jardine Fleming, said the 
company's tourist resorts in 
Goa and Kerala “did better 
than the business hotels” in 
the first half. However, they 
face cut-price competition 
from south-east Asia in the 
second half. 


Lite-On unit to 
raise volumes 


By Peter Marsh 
in London 

Lite-On Technology, a 
Taiwanese company which 
is the world's fourth-biggest 
maker of computer monitors, 
is planning a 50 per emit rise 
in production next year as a 
result of new plants in the 
UK and Mexico. 

The company is also devel- 
oping a new range of note- 
book computers as part of an 
effort to triple annual sales 
to about $3bn by early next 
century. 

Lite-On Technology is part 
of the Lite-On group of com- 
panies controlled by Ray- 
mond Soong, one of 
Taiwan’s leading electronics 
entrepreneurs. 

With group sales this year 
expected to be about S?-2hn, 
Lite-On is one of Taiwan’s 
largest three Information 
technology businesses. 

The publicly-quoted 
Lite-On Technology is plan- 
ning to make SjSul computer 
monitors this year, out of 
world production estimated 
at 75m. The other leading 
suppliers are Samsung of 
Korea. Philips of the Nether- 
lands and Taiwan's Acer. 

Alex Wen, Lite-On Tech- 


nology’s president, said out- 
put of monitors would climb 
to 5m next year, helped by 
production from a new £40m 
($68m) plant recently opened 
in Scotland and another due 
to start next year in Mexico. 

Production from Scotland 
is likely to be U2m units 
next year, building up to 
about 2m a year by the end 
of the century. 

The company has other 
computer monitor plants in 
Taiwan, Malaysia and China. 

Most of tbe monitors are 
sold to computer makers 
including IBM, Compaq and 
Hewlett-Packard for incorpo- 
ration in their systems. 
Lite-On Technology was aim- 
ing to make 8m-l0m moni- 
tors a year by the end of the 
century, Mr Wen said. 

The company is also plan- 
ning to grow through the 
production of notebook com- 
puters being made in its Tai- 
wanese plants. Production 
could later be transferred to 
other facilities. 

Sales at Lite-On Technol- 
ogy this year are likely to be 
about $900m. against $70Qm 
last year. The company also 
mflitM CD- Rom players and 
is planning to move into dig- 
ital cameras. 


FT 


FINANCIAL TIMES 

Finance 

FT Finance have published three in-depth 
reports to help you exploit technology 
to win c ompetitive advantage: 

■ Strategy and the Role of IT in Insurance 

■ Customer Information as a Competitive 

Weapon in the Insurance Industry 

■ Retail Insurance on the Internet 

Each report is priced at £420. 

To order your copy today contact 
Rachel Mason, quoting reference 18450Y: 

Td: 0171 896 2290 
Fax: 0171 896 2319 

FT Finance, Maple House 
149 Tottenham Court Road. 

London, W1P 9LL 

A divison of Pearson Professional Limited 
information yon provide to us will be used to keep you informed of 
FT and Benson Professional products and may be used by other 
selected companies for marketing purposes. 

Registered No. 2970324 (England & Wales) 
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groups 

detail 

merger 

By Kurort Bose in Calcutta 

Usha Martin Industries, the 
world’s ftfth-largest manu- 
facturer of steel wire ropes, 
yesterday announced the 
terms of its merger with 
Usha Beltran, one of India’s 
leading producers of tele- 
c om mnni ration cables. 

UMI shareholders will get 
one share of UB for every 
three UMI shares. The book 
value of a UB share is 
Rsl80, while that of a UMI 
share Is Es65. 

At the close of trading 
yesterday, the market capi- 
talisations of UB and UMI 
were Rs576m and Rs600m 
(S16.4m), respectively. The 
equity capital of the merged 
company wiU be Rs230m. 

The new group will have 
assets of Rs6.14bn and dou- 
ble its sales to nearly 
RslGbn by 2000. 

Basant Jhawar, chairman 
of both UMI and UB, who 
will own 44 per cent of the 
merged company, said: 
“There is excellent s ynergy 
between the two 
groups . - . UB has state-of- 
the-art plastic extrusion 
technology, which is to be 
used by UMI for. making 
wire ropes for high-technol- 
ogy applications. 

“The international mar- 
keting network of UMI will 
be used to export UB cables, 
leading to better -plant 
capacity utilisation,” he 
said. 

According to Mr Jhawar, 
the merger will “trigger 
financial restructuring, 
streamlining of manage- 
ment and cost-cutting across 
the hoard. The merged 
entity will not be dependent 
on any single business, and 
it will be in a position to 
raise resources at low cost*. 

He said the new group 
would be Investing at least 
Rs3.65bn in the next three 
years to expand production 
facilities. However, there 
would be no dilution of 
equity capital. 

The merged company is to 
be known as Usha Martin 
Industries. 

UB announced first-half 
pre-tax profits down 21.17 
per cent from JSs274ra to 
Rs216m, but net profits 
were up 34.6 per cent to 
Rsl40m because of a lower 
tax provision in view of the 
merger. 

UMI net profits slipped 
from Rsl46m to Rs93m. 
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Exports behind 
Daihatsu advance 

Daihatsu, the Japanese maker of mini-vehicles which 
belongs to the Toyota group, posted a 74 per cent rise In 
first-half parent recurring profits, largely because of 
strong exports to Europe. Recurring profits surged from 
Y5.1bn to Y9bn (1719m), while net profits increased 74 per 
cent from.Yl.9bn to Y3.3bn. Sales rose 12 per cent from 
Y354J.bn to Y396-9bn. 

The sharp rise in profits came in spite of a downturn in 
the Japanese market, which cut the company's domestic 
mini-vehicle sales by 15 per cent in unit terms. Overall 
sales In Japan rose 6 per cent, but export sales were 51 
per cent higher in value terms as exports to Europe rose 
sharply - In unit terms, they were ahead 70 per cent at 
24.6LL 

Daihatsu saw strong demand in Europe for its Move 
mini-vehicle, a multipurpose car with a BGOcc engine. The 
rise in exports to Europe was supported mainly by the 
launch of the Move. 

For the foil year. Daihatsu expects total exports to 
increase 40 per cent, helping to offset weak domestic 
d emand . Sales and recurring profits axe expected to 
r ema i n flat at Y790bn and l£L5bn, respectively. Net profits 
are forecast to rise 10 per cent to Y7bn. 

Michiyo Nakamoto. Tokyo 

■ CHINA 


S&P lifts Baosteel rating 

Baoshan Iron and Steel (Baosteel), one of China's largest 
steel producers, has received a credit rating of BBB+ from 
Standard and Poor's, the rating agency. The move will 
boost its ambitions to raise capital on the international 
market 

The rating is equivalent to SAP’s sovereign rating for 
China, th e company said, and .evidence that “Baosteel 
compares favourably with the best integrated steel mills 
in the world”. Ii Min g, chairman, and Xie Qihua. general 
manag er, said yesterday: “The ability to access the inter- 
national capital market at low cost is part of our growth 
strategy. The sovereign rating is the first step in this 
direction.” 

State-owned Baosteel which is based in Shanghai, pro- 
duced Sm tonnes of steel last year, roughly 8 per cent of 
China’s total. According to tbe company, Baosteel domi- 
nated the domestic market for hi gh value-added seg- 
ments, such as steel sheet for cars and seamless steel 
tabes. The company said its phase three expansion, which 

is due to he completed in 2001, would increase annual 

steel output to about 13m tonnes. 

J tunes Hording, Shanghai 

■ PHILIPPINES 


Philsteel planning BPO 

Philsteel Holdings Corporation, a Philippine steel manu- 
fectarer, is planning ah ambitious initial public offering 
amid bearish market sentiment in Manila. The company, 
which manufactures galvanised and pre-pain ted steel 
sheets and coils, intends to raise between ISSbn pesos 
and 8J7bn pesos (SH4m-S24&n). It will use the proceeds to 
retire debt and inject capital into its subsidiary busi- 


The lead underwriter is Investment Capital Corpora- 
tion, with ING Barings the international lead manager 
No date has been set for the issue. 

Tte announcement from Philsteel comes shortly after a 
mmbwoT local companies have deferred plans to launch 
EPOs, citing poor market conditions. The largest. Smart 
Commumcabons, the Philippines’ leading cellular group 
recently said it was postponing its offering until further ' 
notice. Last year it was seeking to raise S300m but has 
since reduced the size of the ofierring to about SiSQm No 
company has launched an IPO in Manila since June. 

, Justin Martyr* Manila 


0 


0 


\ 







: T 


Patrick H. Arbor ^ Chair, Americas 


Global Leadership 

Hal T. Hansen ^ Honorary Chair 


Leslie V. Hosking - Chair, Asia 


Ralph Anderson; Jr. 
John F. Benjamin 
James Bowe 
Deborah DeKoff 


John Duggan 
John R. Frawley, Jr. 
Kent R. Horsager 
Sir Michael Jenkins, OBE 


Gerald A. Lacoste 
Diane Mix 
Gary O’Hagan 
Joseph J. O’Neill 

CARE Ambassadors 


Manoel Felix Cintra Neto 
Gerard Pfauwadel 
Robert C. Push 
Ivers Riley 


John F. Sandner 
R. Morgan Shay 
Tetuo Yagi 


Geoffrey 

BeU 


Michael 

Bloomberg 


Dr. Charles 
Dallara 


Jessica 

Einhorn 


Marcos Pratini 
de Moraes 


Paul 

Volcker 


John 

Whitehead 


BANKERS TRUST COMPANY 

BOLSA DE MERCADORIAS 
& FUTUROS 


CARGILL INVESTOR SERVICES/ 
CARGILL FINANCIAL MARKETS GROUP 

CHICAGO BOARD OF TRADE 


| ,\iu‘t G hchioi 

* 

D.iilutMi ;id'3i 


Barclays Capita 
ING Barings 


iirt- 


Mcrrill Lynch : 1 

Morgan Stanley Dean Witter 


port Capital, Inc. 
Reuters 


SunGard Futures 
Systems 


ABN AMRO Chicago Corp./ 
LaSalle National Bank/ABN 
AMRO Singapore 

ADM Investor Services 

BA Futures, Inc/Bank of 
America 

Bear Steams & Co. 

Brown Brothers Harriman & Co. 
Cantor Fitzgerald 
Capra Asset Management 
Chicago Mercantile Exchange 
Computer Trading Corp. 


Coffee, Sugar & Cocoa 
Exchange, Inc. 

Credit Suisse First Boston 

Dean Witter Futures & 
Currency Management, Inc. 

Dresdner Kleinwort Benson 

EMC Capital Management, Inc. 

Fuji Securities, Inc 

Goldman Sachs 

Harris Futures Corporation 

Hong Kong Futures Exchange 

J.P. Morgan Futures, Inc 


John W. Henry & Company 
Kansas City Board of Trade 
MATIFSA 
MEFF RENTA 
MONEP S A 
Montreal Exchange 
NYMEX 

NarionsBanc - CRT Services, Inc 
National Futures Association 
New York Cotton Exchange 
Nomura Australia Ltd 


■ We would also like to thank the following supporters - 


Nomura Securities International, Inc 
Refco Group, Inc 
SIMEX 

Smith Barney, Inc. 

Societe des Bourses Francaises 
SOFFEX 
Strategics, Inc. 

Sydney Futures Exchange 
Toronto Stock Exchange 
Tudor Investment Corp. 
Union Bank of Switzerland 


Mayor Richard M. Daley of Chicago, Sir Roger Cork: The Lord Mayor of London, Futures Industry Association, The Futures & Options Association, 
Managed Futures Association, Paul A. Gigot, Breitling USA, Inc., Brooks Brothers, Kandahar Lodge, Lois Hill Accessories, Monaco Government Tourist Bureau, 
Renaissance Pen Company, SBM USA, Inc., McCann-Erickson, A-R-(Raj) Arulpragasam, Raymond W. Carmichael, Robert G. Fitzsimmons, Joseph M. Guinan, Jr., 
Joseph H. Harrison, Jr., Timothy J. Lankford, Mike Manning, Anthony McCormick, Susan Sjo, Frederick G. Uhlmann, MAR/Hedge, Securities Week, 
Business Week, Global Finance, Futures Magazine, Risk, Bloomberg Magazine, Bloomberg Personal, Financial Products Magazine, Barclay Managed Futures Report, 
Fortune, Futures Industry Magazine, Futures & Options Wodd, Forbes, Institutional Investor, Derivatives Strategy, Financial Trader. 

For more information contact: CARE UK, 8-14 Southampton Street, London WC2E 7HA, tel 0171 379 5247 
or CARE USA, 151 Ellis Street, Atlanta, GA 30303 , tel 1 800 521 CARE (x 983). 

UK Charity no. 292506 


Bloomberg 

FINANCIAL MARKETS W 


COMMODITIES 

NEWS 


ADelta 

Airlines 



© 


TELEGLOBE 


A Division of Toyota 
Motor Sales, USA, Inc. 


We would like to thank the Financial Times for generously donating the space for this advertisement. Visir our web site at: http://www.care.org/wtd 















22 


FINANCIAL TIMES 


THURSDAY NOVEMBER mW7 


COMPANIES AND FINANCE: EUROPE 


Chairman sees deal as springboard into French market ahead of single currency 

ING chief confident of winning BBL 


By Gordon Cramb 
in Amsterdam and 
Neil Buckley In Brussels 

ING, the Dutch financial 
group, was confident yester- 
day that it would win con- 
trol of Banque Bruxelles 
Lambert through Its bid on 
Tuesday night valuing Bel- 
gium's third largest bank at 
BPrl90bn fS5.4bnj. 

However, it said it bad no 
pre-arranged deals with 
BBL's other shareholders. 

Aad Jacobs, ING chair- 
man. said in Amsterdam: 
“No one else is going to bet- 
ter this. We do not intend to 
up the stakes.” 

Meanwhile, BBL said its 
management committee and 


board of directors met yes- 
terday to review the ING 
offer, and directors would 
convene again on Monday. 

J.P. Morgan, the invest- 
ment bank advising BBL 
also said it would give its 
opinion to the board, on Mon- 
day, but indicated that it 
thought ING’s offer “fair. 

At the same time Winter- 
thur. the Swiss Insurer 
which owns &23 per cent of 
BBL - and whose desire to 
sell its stake sparked recent 
takeover speculation - 
called the offer “attractive". 

Analysts suggested this 
could point to a positive out- 
come for ING's bid. Dexia 
Belgium, the Belgian arm of 
the Franco-Belgian banking 


alliance, is thought likely to 
he prepared to sell its 12.4 
per cent stake. That leaves 
Baron Albert Frtre, the Bel- 
gian financier who controls 
24.7 per cent of BBL through 
two companies - Groupe 
Bruxelles Lambert the hold- 
ing company, and Royale 
Beige, the insurance group. 

Analysts suggested that 
the BFr9,50G a share price of 
the ING bid was high 
enough to satisfy Mr Frtre. 
But there was speculation in 
Brussels market that the 
man who fought off ING's 
last takeover bid for BBL In 
1992 was unhappy that the 
offer was largely in the form 
of shares. “There’s no inter- 
est for Mr Frtre in holding a 


packet of ING shares,” said 
one analyst. “His instinct is 
always to sell far cash for 
the top price.” 

The offer price of BFr9,500 
is equivalent to 143 times 
BBL’s expected net earn jpgs 
for next year, and is nearly 
twice its latest published net 
asset value. Terms are six 
ING shares and one call war- 
rant plus BFT300 cash. 
Shares in ING dipped 80 
cents yesterday to FI 8L 

The cash element of the 
offer was low because ING's 
war chest, previously put at 
a maximum FI Gbn, would 
not have covered it. “We 
want enough In the kitty for 
If something extraordinary 
comes up,” Mr Jacobs said. 


referring to the 1995 deal to 
buy Barings, the foiled Lon- 
don merchant bank. 

Barings' operations have 
since been integrated with 
the parent's investment 
hanking and asset manage- 
ment activities. BBL would 
retain its name i Mr Jacobs 
pledged, adding that cost- 
cutting was not the motive. 

“They have a feel for the 
French and southern Euro- 
pean culture better than we 
do,” he said, describing the 
move as a springboard, par- 
ticularly into France, ahead 
of the arrival of the Euro- 
pean single currency. 

If the deal is completed as 
intended by the end of this 
year, it would boost ING's 


earnings per share by 2 per 
cent in 1998 and up to 5 per 
cent annually in years to 
come. For the current year, 
the Dutch group is forecast- 
lag 13 to 15 per cent growth 
in earnings from the FI 456 a 
share recorded for 1996. 

Mr Jacobs described this 
as a conservative projection. 
Nine-month net profits, 
released early to coincide 
with the bid, were up 26.8 
per cent at’ FI 2.96bn, 
although on a per-share 
basis the rise was 1&9 per 
cent to F1334 - the differ- 
ence reflected dividends paid 

in stock and the exercise of 
warrants and options. \ 
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Bearings 
groups vie 
for Polish 
facility 

By Tim Burt in Stockholm 
and Chris Bobinski 
in Warsaw 


SKF of Sweden and NSK of 
Japan, the world's two lead- 
ing bearings manufacturers, 
are competing to acquire 
one of Poland's largest bear- 
ings plants in a move to 
increase their presence in 
eastern Europe. 

The rival companies, 
which together produce 
almost a third of the world's 
industrial bearings, are in 
talks with the Polish gov- 
ernment to bay the Kielce 
plant from FLT. the state- 
owned engineering group. 

SKF and NSK want to 
expand manufacturing 
capacity in eastern and cen- 
tral Europe, where demand 
is growing faster than in 
their home markets. 

NSK wants to grow its 
$450m annual sales in 
Europe by half during the 
next three to five years. 

In doing so, it hopes to 
increase its share of the 
European bearings market 
fr om 7 to 10 per cent 

SKF aims to defend its 
dominant market share in 
Europe by raising output in 
eastern Europe, where sales 
grew 40 per cent last year to 
SKr750m (SiOOmJ. 

However the Swedish 
group appears to be lagging 
behind the Japanese bid, led 
by NSK and backed by 
Nlchimen. for the plant The 
Japanese-led venture was 
given the right to negotiate 
a wages and job security 
package with anions repre- 
senting FLT's 3,500 work- 
force in September. 

The resulting talks saw 
NSK promise job guarantees 
for four years and a 15 per 
cent wage rise. Yesterday 
TDI, a Warsaw-based con- 
sulting company which is 
advising the government on 
the sale, said the “decision 
making process had reached 
the final stage”. 

Although modest in com- 
parison with SKF’s total 
sales of SKr33.6bn in 1996, 
the company Indicated that 
output from lower cost 
plants in eastern Europe 
could supplement produc- 
tion at existing western 
European plants. 

SKF last month warned 
that such western plants 
would bear the brunt of a 
cost-cutting drive involving 
the loss of more than 2,000 
jobs, some 5 per cent of the 
total workforce. 

"Factories in eastern 
Europe are under-utilised, 
and if we can produce at 
lower cost outside western 
Europe there could be a sig- 
nificant shift in our future 
manufacturing capacity," 
acco rding to Tore Bertils- 
son, SKF finance director. 

“We are currently looking 
at several factories and may 
end up acquiring three of 
them.” 

In Poland, the proposed 
sale of the Kielce plant 
marks the latest stage in the 
privatisation of FLT. Two of 
its four plants have been 
sold, to SKF and Timken of 
the US respectively. 


Small car creates a big problem 

Safety scare over new Mercedes model raises questions about profitability. 


W hen JQrgen 
Schrempp 
embarks on a road- 
show for institutional inves- 
tors later this month, they 
will have one crucial ques- 
tion for the Daimler-Benz 
chairman: what effect will 
the swathe of recent public- 
ity about the safety prob- 
lems of the new A Class car 
have on the group's financial 
prospects? 

Pictures of an overturned 
A Class alongside its driver 
being loaded into an ambu- 
lance, and of another air-, 
borne vehicle literally defy- 
ing gravity, have been 
reproduced from London to 
Las Vegas. Such embarrass- 
ing publicity would make 
any carmaker cringe: for 
Mercedes-Benz, an emblem 
of reliability and safety, it is 
doubly distasteful. 

The company's response to 
the crisis has been adept if 
slow at the outset Questions 
about the stability of the 
high-sided A Class first 
emerged at a test by mem- 
bers of the European Car of 
the Year Award jury in Den- 
mark some weeks ago. 

After first denying the 
problem, Mercedes-Benz was 
last month forced to react 
after an A Class overturned 
in a test by a Swedish maga- 
zine. 

The company announced 
it would fit an electronic sta- 
biliser to make the suspen- 
sion mote sophisticated and 
said the problem only 
affected vehicles fitted with 
Goodyear tyres. 

Fitting the extra electron- 
ics would cost DMlOOm 
(358.8m) a year. A further 
one-off charge of DM50m 


A Class , struggle 
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would cover changing the 
tyres and installing the 
black box on cars already 
buift. 

This week, however, Mer- 
cedes-Benz had to go much 
further. It halted A Class 
deliveries, which had just 
begun, until February. The 
extra time would allow it to 
redesign the chassis to fit 


new front and rear stabilis- 
ers, lower the body and 
make room for wider tyres. 
The changes would cost 
DMlOOm this year and 
DM200m in 1998. 

Tbe new numbers immedi- 
ately triggered fears that the 
problems were substantially 
mare severe than expected. 
While recalls of new vehicles 


are not uncommon, no man - 
ufacturer redesigns a chassis 
unless in extremis. 

The changes also called 
Into question the company's 
earlier response, begging the 
question of whether it had 
opted far a "quick fix” in 
irretaTUngr thp electronic sta- 
bility system rather than 
addressing a more funda- 
mental design flaw. 

T he A Class had 
always been contro- 
versial within the 
group. Technologically, Mer- 
cedes-Benz had never built 
such a small vehicle, nor one 
with front-wheel-drive. The 
car’s diminutive dimens ions 
forced hs designers to adopt 
the revolutionary solution of 
placing the engine partly 
under the passenger cabin. 
That liberated space, but 
inevitably raised the car’s 
overall height 
Marketing was also a con- 
cern. Mercedes-Benz is 
respected around the world 
as a luxury marque. How 
would consumers react to its 
producing such a small 
vehicle at - by its standards 
- a very modest price? 

Clever advertising and the 
car's inspired engineering 
gradually eroded these 
doubts. By the time tbe A 
Class was given its first road 
tests by the press in June, it 
was clear the company had 
come up with a winner and 
potentially rewritten the 
book on how small cars 
should be designed. 

Not only was the A Class a 
technological revelation, it 
also promised to be very 
profitable. Manufacturing 
techniques at the Rastatt 


works in southern Germany 
had been revolutionised to 
maximise efficiency. And 
significant concessions had 
been won from the normally 
pampered wor kfor ce to build 
the car in high-cost Ger- 
many. Mr Schrempp insisted 
the project fully met his 
group-wide target of a 12 per 
cent return on capital 
employed. 

The question for investors 
now is what the expensive 
changes and delays to the A 
Class mean for its profitabil- 
ity. Margins on small cars 
are invariably thinner thAn 
on the executive limousines 
normally associated with 
Mercedes-Benz. And the A 
Class was being priced to 
compete with products such 
as Volkswagen's popular 
Golf hatchback. 

Harder to quantify will be 
the impact of the A Class 
affair an Mercedes-Benz as a 
whole. For years, it has been 
able to command margins 
which are tbe envy of its 
rivals by trading on Its 
image of quality, safety and 
reliability. 

Mr Schrempp has won 
investors' praise for his will- 
ingness to throw new tight 
on the Daimler-Benz's 
group’s once-occluded 
finances. He says he is “st31 
confident that the A class 
.wOl achieve tts 12 per cent 
return on capital employed 
target over the lifetime of 
the project”. 

Any reluctance to offer 
foil transparency on the A 
Class will not only put off 
potential buyers of the car, 
but of the equity too. 

Haig Simonian 


Thyssen surges 
ahead of merger 


By Peter Norman in Bonn 

Thyssen, the German steel and 
engineering group which has agreed 
to merge with its smaller rival 
Krupp Hoesch, yesterday said it had 
more than doubled profits from ordi- 
nary operations in the year ended 
September 30, from DM6i0.5m 
(3359m) last time. 

In an unprecedented move to flex 
its muscle in the bitter feud over 
who will head the merged group, 
Thyssen gave details of its results 
ahead of official figures due after a 
meeting of its supervisory board on 
November 27. Thyssen said its net 
sales exceeded DM40bn in 1996-97, in 
spite of disposals resulting from 
restructuring, and were higher thar\ 
the DM38. 7tm of tbe previous year. 

The group said it issued its state- 
ment because of growing speculation 
about its results following last 
week's announcement of the 
planned merger. It had been encour- 
aged to do so by the Frankfurt-based 
federal supervisory office for securi- 
ties trading, an official watchdog 
body. 

But analysts said the move 
reflected an increasingly bitter 
struggle for the top job in the 
merged group between Dieter Vogel, 
Thyssen chief executive, and Ger- 
hard Cromme, head of Krupp. 

The statement was seen as under- 
lining Thyssen 'h case that it is tbe 

financially stronger company, with 


the Aim of influencing the process of 
reaching a valuation of the two com- 
panies for the merger. It was also 
suggested that the positive tone of 
the Thyssen statement could serve 
as a warning the DQsseldorf-based 
group would be ready to pull out of 
the merger if it did not achieve its 
objectives. 

Thyssen spoke of a “highly favour- 
able trend” which was “to some 
extent attributable to the swift 
implementation of the group’s 
restructuring”. The annual results of 
all business groups had improved 
following "the consistent disinvest- 
ment of loss makers, accounting for 
more than DM250m, as well as the 
focus on high-growth core activities 
with strong earnings potential'’. 

It recalled that the recent sale of 
Tbyssen's holding in the E-Plus 
mobile phone venture had produced 
a gain of DM2bn that would be 
reflected in pre-tax profit. It said 
that September’s DMUbn capital 
increase plus the group’s strong 
profit position would lift group 
equity above DM8bn and enable 
Thyssen to pursue expansion in its 
core businesses. 

Tbyssen’s managing board added 
that it aspects the positive perfor- 
mance of current operations to con- 
tinue into 1997-78. 

Krupp Hoesch said yesterday it 
bad no plans to issue any new finan- 
cial details of its business during the 
merger talks. 


Bayer shrugs off 
turmoil in Asia 


By Ralph Atkins 
in Leverkusen 

Bayer, the German chemicals and 
pharmaceuticals group, yesterday 
claimed it was witnessing business 
growth rates “not seen since the 
early 1980s” as favourable exchange 
developments helped lift sales 13 per 
cent to DM4L3bn (324-lbn) for the 
first nine months of 1997. 

Announcing figures which showed 
a 7 per cent increase in pre-tax 
results to DM3.95bu, Manfred 
Schneider, chairman, said Bayer did 
not expect recent turbulence in 
Asian capital and foreign excha n ge 
markets to have “any substantial 
impact” on its fast-growing busi- 
nesses in tbe region. 

Asian markets would continue to 
grow significantly faster than else- 
where, he said, although not at the 
“breathtaking” rates seen so far. 
Investment projects in Thailand, 
Indonesia and Taiwan would con- 
tinue as plaxmed- 

Mr Schneider also predieted “a 
gradual improvement" In the pricing 
environment which has hit Bayer 
this year - although he did not 
expect fails during 1997 to be fully 
reversed in the nranthE ahead. 

Strong cash flows und e rlined the 
scope for making a big acquisition 
costing “double digit” billions of 
D-Marks in response to worldwide 
consolidation. 

“The limit is finding something 


that is right,” Mr Schneider said. 

Bayer has increased its forecast 
for full-year sales, saying it now 
expects to “top DM53bn”. 

Powering the company's growth 
has been North America, were nine- 
month sales were up 23 per cent - 
although only 7 per cent higher in 
local currencies. Operating results in 
the region were up 31 per cent to 
DM998m. 

Sales in Europe grew just 6 per 
cent in the nine months bat the 
weakness of the D-Mark helped 
European companies' operating prof- 
its rise 12 per cent to DM2J9hn. 

Mr Schneider said Agfa, the pho- 
tography business, had achieved its 
target 6 per cent return on sales but 
its restructuring was still incom- 
plete. He said Bayer was keeping 
open the options of a possible sale or 
flotation. 

Overall restructuring costs 
reached DM3l5m and are expected to 
reach DMSQQm by the year end. 

Bayer said it was “encouraged” by 
nine-month operating results in 
chemicals, at DM452m against 
DM43m last time, but improvement 
targets had not yet been meL 

Operating results in the health 
care business dropped 20 per cent to 
DM1.2bn, partly because of a 
DM200m Increase in research spend- 
ing. Bayer expects global sales of 
Aspirin - whose active ingredient is 
100 years old this year to reach 
DMlbn. 


Banco Comercial sells Champalimaud stake 


By Peter Wise In Lisbon 

Banco Comercial Portngufis, 
Portugal's largest listed 
financial group, yesterday 
sold its 20 per cent stake in 
its biggest competitor, the 
Champalimaud group, for 
Es29.1bn ($167.2m)- 
The sale, the biggest deal 
in Portugal's banking sector 
since a wave of large-scale 
acquisitions subsided last 
year, puts an end to specula- 
tion that BCP could launch a 
takeover bid for banks in the 
Champalimaud group. 


In the deal BCP sold 9.7m 
shares in Mundial Con- 
fianpa. an insurance com- 
pany that controls tbe bank- 
ing assets of Mr Antonio 
Champalimaud, Portugal's 
richest individual, to a group 
of foreign, and domestic insti- 
tutional investors. They paid 
Es3,000 a share, roughly the 
market value of the shares, 
which closed yesterday at 
Es3,010, up from Es2£95 at 
Tuesday's close. 

The sale, made on the 
stock market was organised 
by Lisbon brokers Midas. 


The acquisition is purely a 
financial investment and the 
20 per cent holding does not 
provide the buyers with any 
management influence, 
according to a hanker close 
to the deaL 

Banco Pinto e Sotta Mayor 
and Banco Totta e Acores. 
banks controlled by Mundial 
Canfianca, are both consid- 
ered to have strong growth 
potential, he said. 

The deal is the biggest sale 
so far arising from BCP’s 
policy of selling assets it 
considers to be ami-strategic. 


Jorge Jardim Gonsalves, 
BCP chai rman, said the cash 
from the sale would signifi- 
cantly strengthen the bank’s 
shareholder equity. 

Analysts estimate BCP's 
capital gain from the deal at 
about EslSbn. 

“This is the kind of deal 
that leaves everybody smil- 
ing,” commented one Lisbon 
analyst 

“The buyers have made a 
sound investment, BCP has 
made an attractive capital 
gain and the Champalimaud 
group no longer has its main 


rival as a leading share- 
holder.” 

BCP acquired the stake 
indirectly through subsid- 
iaries that underwrote the 
privatisation of 'Mundial 
Canfiahqa and were left 
holding shares. 

Most of the holding 
resulted from BCP’s 
EsS04-2bn acquisition of 
Banco Portugues do 
AtlAnfico in 1995. 

It enlarged the stake to 20 
per cent to be able to consol- 
idate earning s from Mundial 
Confianga into the group's 


net profit BCP said consis- 
tently that the holding was a 
non-strateglc asset that it 
would dispose of at the right 
price. 

But BCP's ownership of a 
large stake in its biggest 
competitor gave rise to 
market speculation that it 
might contemplate a take- 
over bid. 

“This sale clears the air of 
any lingering doubts that 
BCP harboured- acquisitive 
intentions towards the 
Champalimaud group.” said 
a Lisbon analyst 


Fortis raises 
stake in bank 

owned Belgiar Belgo- 

able by the government in a second prj . t 
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■ INSURANCE 

GAN to keep 20% of CIC 

GAN, the French state-controlled Insurance K ro ^P’ 
mafotafo aSper cent stake and the right to ^Uitsprod- 
SSthrougb foe network of CIC. its banking annjjti* 
is scheduled for privatisation. A ^ 3tential ^) 1 J!^^ 1 jL 
have to respect the identities of the wo^ta^nche 
CIC group, each of which may open a minority of their 
capital to outside investors, according to a consultation 
document issued by the government yesterday 
The sell-off will take the form of a trade sale, with 67 
per cent going to a single buyer, and empfoyeeswill bav^ 
the rigfo to subscribe to 73 per cent of the shares. w*th20 
per cent retained by GAN. Dominique Str ?, u ^ a K ?f^ I ! CO ' 
nomics, finance and industry minister, said tbe details 
were being circulated to staff unions for consultation 
ahead of November 26. after which tbesale wvfi P™cce&. 
Separately yesterday, the results of a FFrllbn 
rights issue designed to recapitalise GAN ah^d of ib. own 
privatisation fn a series of steps, showed the state bad 
increased its stake from 80.47 per cent to 8235 per cent. 

Andrew Jack, Pans 

U STEEL 


Aceralia offering put at $800m 

The privatisation of Spain's Aceralia steel group, the last 
large western European producer still under state control, 
is set to be completed next month in a global offering 
worth more than 3800m, according to preliminary plans 
submitted to stock market regulators. The share offering 
is expected to be launched later this month, with the final 
price set in early December. Central HIspano Bolsa. BBV 
Interactivos and SBC Warburg Dillon Read have been 
appointed as global co-ordinators. 

The state holding company Sepi, which is selling the 
shares, indicated that the offer price for the remaining 
523 per cent of Aceralia's capital was likely to be in the 
rang e of Ptal.840-Pta2.320 a share. This is well below the 
price effectively paid by the Luxembourg-based Arbed 
group, which reached a deal worth Ptai29bn (3893m) in 
July to take a 35 per cent stake in exchange for 9 per cent 
of Arbed and holdings in three subsidiaries. A further 113 
per cent stake has been transferred under a deal ena b ling 
Aceralia to absorb the operations of Aris train, Spain’s 
leading producer of “long” products for the construction 
industry, hi addition, a 1 per cent stake has been sold to 
Gestamp, the company controlling the Gonvaxri steel, dis- . 
tribution concern- * 

Sepl said 10 per cent of the 69.95m shares on offer would 
be reserved for the underwriters' over-allotment option, 
or “green shoe.” A majority of the shares on offer are 
expected to be earmarked for small investors, inducing 
employees. David White. Madrid 

■ AIRLINES 


SAS ahead 21% at nine months 

Scandinavian Airlines System yesterday reported a 21 per 
cent increase in nine-month profits despite the arrival of 
low-cost competitors on some of the carrier's most impor- 
tant routes. SAS Group, 50 per cent owned by the Swed- 
ish, Norwegian and Danish governments, saw pre-tax 
profits increase from SKri.45bn to SKrl.75bn (5234m) on 
higher sales of SKrtS.7bn against SKi26.05bn in the period 
to September 30. Jan Stenberg, chief executive, said the 
group had withstood intensifying competition and 
retained its dominant market share in Scandinavia. Total 
passenger traffic rose 33 per cent That helped lift passen- 
ger revenues by 33 per cent, although yields on intra- 
Scandinavian routes fell marginally during the period. 
Yields on Intercontinental and European routes rose by 
2.6 and 13 per cent respectively. Tim Burt, Stockholm 

PHARMACEUTICALS 


Novo Nordisk lifts forecast 

Nero Nordisk, the Danish pharmaceuticals and industrial 
enzymes group, yesterday raised its profit growth forecast 
for the year to 20-25 per cent from 15 per cent after a 
strong third quarter. Operating profits at nine months 
rose 25 per to' DKi231bn ($339m). Turnover rose 15 per 
cent from DKrl0.72bn to DKrl2.34hn, and pre-tax profits 
were ahead 19 per cent from DKrl39bn to DKr235bn. Net 
profits climbed 17 per cent to DRrl37bn. 

Hilary Barnes, Copenhagen 

BANKING 


Ambroveneto sets issue date 

Banco Ambrosiano Veneto (Ambroveneto) will launch its 
L6,8S0bn ($4bn) capital increase on November 24 to 
finance its acquisition and eventual merger with Cariplo, 
Italy’s largest savings bank. The refinancing operation 
will coincide with the launch of Banca di Roma's public 
share offer. Ambrosiano is raising the fresh funds 
throufih a co m bination of new equity, warrants and con- 
vertible bonds. Investors will be able to subscribe to the 
new shares and bonds until January 2. A total of about 
lbn new ordinary shares are to be isaiipd , priced at L3300 
eadLThe shares will include a warrant - three warrants 
will give the right to subscribe to a new ordinary share at 
a price of L3300 by the end of May an w 
The new share issue is expected to raise MjfflOhn. with 
the warrants, if exercised, adding L1300bn. The two bond 
Issues will raise Ll.lsObn. Ambroveneto will also launch 
early next year a capital increase reserved for its employ- 
? 1 JS 4 nBW onitoary shares offered at a discounted price 
arLZ ’ a80 - Paul Betts. Milan 

SATELLITE 


New investors for Skybridge 

JJvomw international investors have joined the S33bn 
Sktfmdge satellite project led by Alcatel AlsthonUhe 
French tetecoms and engineering group. They are Mltsi 
bishi Electric land Shaip of Japan, Spar Aerospace of fc 
ada, Aerospatiale France and the Soddtfi Rdgionale 

****““■ Noted totta 

of the mw investments was given. Toshiba and Loral 
Spare & Communications have already invested in the 

EPS SSti * range * “uitatedia services 
such as ; fast internet access, particularly to areas which 
do not lave developed telecommunications ihfrastructi 
Theproject involves 64 low-orbit satellites. Dtwid Oa 
Parts 
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COMPANIES AND FINANCE: 


C&W plans to make £lbn disposals 


By AJan Caw 

Cable and Wireless, the 
UK-based International tele- 
communications group, 
intends to raise £lbn 
(Sl.69bn) over the next 12 
months through the divest- 
ment of businesses where it 
has no operational control or 
influence. 

The disposals are central 
to plans to transform C&W 
from what has bees 
described as an “investment 
trust with a ragbag of tele- 
coms stocks*' to an opera- 
tionally active telecoms com- 
pany with a clearly defined 

international strategy driven 

from London. 

Dick Brown, C&W chief 
executive announcing the 
group's interim results said 
yesterday: “If we can influ- 
ence or control a busines s 
we will stay in; otherwise we 
will get out” 

The company refused to 


qpflfflj iate on likely disposals, 
arguing that the price 
obtained for any company 
named prematurely could be 
affected adversely. 

The group's international 
strategy, however, is focused 
on the UK. the US and the 
Caribbean, the Asia Pacific 
region including Australia 
together with a small inter- 
est in the Middle East 

It could be inferred that 
holdings in other areas such 
as Latin America and East- 
ern Europe could be set for 
divestment. One possibility 
is Bouygues Telecom, the 
third cellular operator in 
France, where C&W could 
realise £450m for its 20 per 
cent stake. South Africa and 
Japan could also see dispos- 
als. 

C&W’s principal strength 
is In the Asia Pacific region 
and the UK. It holds 51 per 
cent of Hongkong Telecom 
which provides 65 per cent of 


its worldwide pro fit s, down 
from 74 per cent two years 
ago. 

Mr Brown has made it 
clear that he intends to 
reduce C&W’s dependence 
on Hong Kong profits by 
heavy investment in other 
parts of the group. He said 
that capital expenditure 
totalling £1.6bn had been 
invested over the past six 
months in Cable & Wireless 
Communications, the 
group's UK subsidiary, 
together with operations in 
Panama and Australia. In 
each case. C&W had signifi- 
cant control over develop- 
ments. 

In the UK, One-2-One, 
C&W’s joint cellular venture 
with US West had achieved 
record growth last year. “We 
have not been passive own- 
ers.” Mr Brown said, while 
giving One-2-One manage- 
ment credit for turning 
round the UK's weakest 


mobile operator. 

He said thp group Hari 
strength to compete interna- 
tionally on its own but was 
talking to a number of other 
operators about possible alli- 
ances including Global One, 
owned by Deutsche Tele- 
kom, France Telecom and 
Sprint of the US. It was an 
attractive partner because of 
Us substantial global assets, 
strength in chirm and strong 
cash flow. 

He said, however, that he 
had not been approached by 
British Telecommunications 
with a view to reopening 
merger negotiations which 
were abandoned last year 
just when it seemed possible 
a UK-owned super carrier 
could be created. 

Observers believe, how- 
ever, that such a merger is 
still possible and would now 
be easier to make. 
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British Steel awards £400m IT contract 


By Stefan Wagstyt, 
industrial editor 

British Steel yesterday 
awarded a £400zn (S676m) 
contract for information 
technology services to Cap 
Gemini, the consultancy, in 
the UK’s biggest private sec- 
tor out-sourcing deal. 

The award ends a bitter 
year-long battle between 
rival bidders, which yester- 
day saw EDS, the losing 
company, issue an unprece- 
dented public statement 


attacking the deaL 

The contract highlights 
the competition in the fast- 
growing out-sourcing mar- 
ket 

Under the 10-year deal, 
British Steel will out-source 
the bulk of its computer ser- 
vices to French-owned Cap 
Gemini. Some 600 British 
Steel staff, based in South 
Wales, Tesside and else- 
where, will move perma- 
nently to Cap Gemini. They 
will follow 300 employees in 
Rotherham who were trans- 


ferred last year under a sep- 
arate £100m five-year deaL 
Cap Gemini said there 
would be no redundancies as 
it had enough work with 
Millennium bug contracts 
and preparations for Euro- 
pean monetary ™^ nn - 
Cap Gemini will also act 
as a consultant to British 
Steel for a business change 
programme, which could 
involve internal IT manage- 
ment reorganisation, in an 
additional service which 
could be worth at least 


£100m a year. 

Jeff Edington, British 
Steel's technology director, 
said working with Cap Gem- 
ini would enable the com- 
pany to improve perfor- 
mance "by taking fall 
advantage of the latest 
developments in IT and util- 
ising the widest range of IT 
s kills and techniques,” The 
600 posts moved to Cap 
Gemini will be in 

British Steel's cost-cutting 
programme aimed at reduc- 
ing its payroll by about 


2,000 a year. The company is 
under severe commercial 
pressure because of the 
strength of sterling. 

British Steel first chose 
International Business 
Machines of the US for the 
contract, but six months of 
exclusive negotiations Ad 
in acrimonious failure in 
April when British Steel 
declared that IBM had 
“failed to meet our basic 
objectives.” 

British Steel launched a 
new contest, with EDS and 


Cap Gemini bidding against 
each other in an increas- 
ingly tense fight. Yesterday. 
EDS claimed that it had lost 
the battle only because it 
had been offering a more 
sophisticated service. 

Alwyn Welch, a Cap Gem- 
inf direc to r, said: "Clearly 
what we bid was what Brit- 
ish Steel wanted, otherwise 
we would not have got the 
business. It's surprising to 
see a company of SOS’s level 
going to that sort of com- 
ment.” 


R-R buyer ‘needs to invest £600m’ 


By John Griffiths 

Prospective bidders for 
Rolls-Royce Motor Cars, the 
Vickers luxury cars subsid- 
iary, must be able to inject 
at least £60Qm (Sl.Olbn) into 
new model development over 
the next few years, in addi- 
tion to the £500m or more 
that Vickers hopes to receive 
from the sale. 

The requirement - though 
not formally acknowledged 
by Vickers or Lazard 
Brothers, which is handling 
the sale - is seen by the 
group as effectively ruling 
out any prospective parent 


for the carmaker apart from 
a much larger automotive 
group, almost by definition 
from outside the UK. 

BMW, owner of the Rover 
Group, is a leading con- 
tender to buy Rolls-Royce by 
virtue of a technology agree- 
ment under which it is sup- 
plying the engines for a new 
range of cars next year. But 
Vickers' managpmpnt is ada- 
mant that the sale is still 
wide open, despite the piv- 
otal role played this week by 
BMW’s chairman, Bemd Pis- 
chetsrieder. In fending off a 
hostile bid threat to Vickers 
by Mayflower Corporation. 


He said BMW would exer- 
cise options to terminate the 
technology agreement with 
Rolls-Royce if Mayflower 
took over Vickers. May- 
flower hurriedly withdrew. 
BMW's Rover subsidiary is 
one of Its biggest cust- 
omers. 

With the new models so 
close to launch there has 
also been an increasing 
assumption that BMW and 
Rolls-Royce are so enmeshed 
that BMW has become the 
only feasible buyer. This is 
rejected categorically within 
Vicker s. 

“There are provisions for 


termination [with BMW] 
which would allow other 
parties with the a ppropriate 
engineering and other capa- 
bilities to provide an alterna- 
tive. Everything is in place 
for an authentic sale,” 
according to said one senior 
manager. 

Vickers maintains that 
Mayflower had seriously 
underestimated the financial 
commitment necessary at 
Rolls-Royce. “It’s no longer 
possible to keep Rolls-Royce 
and Bentley models going 
with jnst a few tweaks; the 
market's far too competi- 
tive," said a senior source. 


Non-nuclear 
plants for 
British Energy 
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COMMERCIAL UNION 

RESULTS - 9 MONTHS 1997 

Good 9 months performance 

Pre-tax operating profit of £358m (1996 £348m) 
Strong growth at constant rates of exchange: 

• operating profit +15% 

• life profits +25% 

• new life and savings business +19% 

John Carter, Chief Executive, commenting on the results said: 

"Excellent results from our growing worldwide life and savings 
operations, which now represent half of our business, and 
increased profits from overseas general insurance businesses 
contributed to another good performance by the Group." 
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ByVbgirea Marsh 

British Energy, the nuclear 
electricity generator, is link- 
ing with Southern Electric to 
build 50MW non-nuclear 
power plants in Rn glanfl and 
Wales.' 

The joint venture was 
announced yesterday as Brit- 
ish Energy pleased the mar- 
ket with better than expec- 
ted interim results thanks to 
higher output and lower fuel 
costs. 

The company, which had 
been expected to make a 
loss, reported pre-tax profits 
of £4m ($6. 76m) in the six 
months to September 30, 
against losses of £53m. 

The joint venture will be 
British Energy's first signifi- 
cant foray outside the 
nuclear sector. 

John Robb, chairman, said 
the aim was to build a dozen 
such plants over the next 
three to five years, with each 
unit costing about £15m. 
Southern had already identi- 
fied some site s. 

The shares rose 13p to 
385p. This compares with an 
issue price of lOOp at privati- 
sation in July 1996. 

The nuclear generator said 
new contracts agreed with 
British Nuclear Fuels in 
June would further reduce 
its fuel bills by same £20m 
this year, on top of the £lQ m 
previously announced. 

Overall, the revised con- 
tracts had reduced its 
nuclear liabilities from 
£5.6bn to £5J2bn on a dis- 
counted basis. 

However, some analysts 
remained unconvinced the 
company — which is highly 
cash g e n erati ve - would be 
able to meet Its liabilities 
while covering dividends. 
The Interim dividend is up 
64? per cent at 44?p. 

"These are excellent 
results but the market is 
taking a short-term view," 


RESULTS 


said Tony White of Dresdner 
Kleinwort Benson. “What 
people forget is that the com- 
pany’s cash flows don’t 
belong to shareholders, they 
belong to British Nuclear 
Fuels. [The nuclear liabili- 
ties] are like having a pen- 
sion fund on your balance 
sheet and at the moment 
those pensions are under- 
funded." 

He added that the results 
- as well as the Energy 
Gboup’s also reported yester- 
day - also pointed to weak- 
ening electricity pool prices. 

The company said UK 
de mand rose 0.6 per cent to 
146 TWh in the period, with 
its share rising from 2L7 per 
cent to 22.6 per cent. It 
achieved an average price of 
2.41p per kWh, down 0.4 per 
cent while the time- weighted 
industry average fell 8 per 
cant to L95p per kWh. 

The company m ainta ined 
it could generate (sufficient 
returns to meet its li ahfHti es, 
partly by investing its cash 
overseas and by diversifying 
in the UK. 

In the first half, it gener- 
ated net operating cash flow 
of £lB2m, up £50m. 

Mr Robb said AmsrGea, a 
joint venture with Paco 
Energy of fee US announced 
in September, had yet to 
look seriously at any pro- 
jects - it aims to acquire and 
operate rairtonr plants in the 
US - bat its plans had 
received a "green light" from 
US regulators. 

In the UK, the company 
hoped to establish by zuid- 
1998 whether it was feasible 
to extend the life of four of 
its wight nuclear plants. 

Turnover was £87 lm 
(£83&n). Dresdner Kleinwort 
Benson Is expecting pre-tax 
profits for the full year of 
about £206m, including an 
exceptional gain of £110m, 
and a dividend of about 

1445p. 


T F.X COMMENT 

Rolls-Royce 


Vickers will have observed 
ruefully Christies’ spectac- 
ular auction of the Ganz 
art collection. But with 
BMW always looking the 
best buyer for its peerless 
marque. Rolls-Royce Motor 

Cars. Vickers is having 
trouble generating the 
pmwA atmosphere of fever- 
ish competition. As mai n 
engine supplier to 
BdUs-Royce, the Bavarian 
group has an Inherent 
price advantage over other 
bidders that may be an 

auction-killer. If BMW 

stopped supplying new 
engines, rival bidders - 
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would face re-tooling charges of perhaps ^ 0 ^- 
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is stm lurking in the wings, cash ready, i inj 
of suppmtfl^m BMW. Furthermore. » to stoted to 
expand on ways it could later aMgmMjMBUWio 
^rirniw. the value of Rolls-Royce. In effect this means 
BMW could threaten Vickers with the pnwpfcj ^ ® 

Se bid from Mayflower if Rolls-Royce looked like felling 

shares now about 235p and Masgwer^s 
of fer strongly suggested to have been worth 275p-280p. 
this is athreat Colin Chandler. Vickers's chairman, can- 
not ignore. If this game of bluff scares away other blddere. 
BMW will have played its hand magnificently and all at 
the expense of Vickers' shareholders. 
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Energy Group 
disappoints 

Energy Group, the Anglo-American company deme r ged 
from Hanson in February, announced pre-tax profits from 
its first six months of trading below expectations, but 
gave an upbeat assessment of the speed with which it is 
frpppfjtiwg from power deregulation for consumers. 

Pre-tax profits in the six months to September 30 were 
fnnRm ($i79m), 34 per cent down on the £161m pro-forma 
last rimo Much of the fell was explained by interest 
charges nmreii to the demerger, seasonal fluctuations in 
profits from leased power stations, and exceptional costs 
arising from a £3.7bn bid for the company in June from 
Padfi Corp, the Oregon-based electric utility. 

Margaret Beckett, trade and industry secretary, referred 
the bid to the Monopolies and Mergers Commission and is 
to receive its report on November 2L PacifiCorp has said 
it will attempt to renegotiate the deal if it is allowed to 
proceed with a new hid. 

Sales for the first six months rose 12 per cent pro-forma 
to £2bn (£l-87fcn). Operating profits, before exceptional 
Items of £lfen associated with the hid and restructuring 
costs related to its UK power stations, fell to £l87m 
(£196mX 

The group also operates coal mines through its Peabody 
subsidiary. Peter Marsh 

Global growth for CU 

The strong pound and fierce competition in the UK 
undermined nine-month profits at Commercial Union, the 
composite insurer, disguising rapid growth in its 
worldwide life assurance operations. 

Operating profits rose from £348m to £358m ($605m) in 
tiie period to September 30. As it has the largest overseas 
presence of the UK’s insurers, sterling's strength cost it 
£50m. Analysts expressed concern that CU had written 
more personal motor insurance in the third quarter, 
despite the competitive conditions. However, the group 
said it had benefited from higher demand for personal 
pensions. With half of its revenue from life assurance and 
savings products, life profits rose 2S per cent to £l96m at 
constant exchange rates. 

In France, new business sales were affected by a 
salesforce restructuring. Recent uncertainty over the tax 
status of certain products bad also muted demand. France 
accounts for 41 per cent of life premium income and sales 
erf ELZhn included two months from Socifetfe d'Epargne 
Viagdre, the French life assurer acquired in August 

The shares fell 46p to 756p. Christopher Adams 

Etam accepts £93m offer 

Etam. the women's wear retailer, has accepted a £93m 
C$l67m) offer from Etam Dfrveloppement, the French 
retailer with which it shares a common founder. The de al 
leaks almost certain to succeed because it has the backing 
of Oceana - the Investment vehicle of Michael Lewis, 
Etam’s chairman - which owns 38 per cent Together 
with the holdings of the directors and the Etam 
Employees’ Trust which supports the bid, shareholders 
committed to the offer account for 46 per cent of shares. 

The bid offers 135p cash for each Etam share, or one 
new Etam DGveloppement share for every 27 Etam shares. 
The cash offer represents a 19 per cent premium to Etam’s 
109%p market price on October 14. The share offer of one 
EtemDfivefoppement share - priced at FFr881 (866.5) on 
November 7 — far every 27 Etam shares represents a 25 
per cent pre mium to the price on October 14. Etam’s 
shares closed up 13%p at 133y.p. Robert Wright 
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INTERNATIONAL CAPITAL MARKETS 


* 1 


Treasuries firmer as Fed holds rates 


GOVERNMENT BONDS 


By Vincent Boland 

in London and 

John Labate in New York 

Frayed nerves ahead of 
yesterday’s meeting of the 
US Federal Reserve's Open 
Market Committee sent bond 
markets into a tail-spin in 
late European trade alter US 
Treasuries opened weaker. 

Though the Fed was 
thought unlikely to raise 
Interest rates - for reasons 
including stock market vola- 
tility - some analysts said a 
rise would be timely because 
of domestic US factors. 

“Everything says they 
should go for it," said Kevin 
Adams, bond strategist at 
Barclays Capital Group in 
London. “The lack of a rise 
would suggest the Fed was 
behind, or about to get 
behind, the curve.” Putting 


off any rise would require a 
higher increase in interest 
rates next time, he added. 

In the event the FOMC left 
rates unchanged and, having 
moved lower in early trad- 
ing. US TREASURIES began 
to firm on the news. Soon 
after the annoii | T^ aTTlpnt: the 
30-year Treasury had risen ■£ 
to 99%, yielding 6.130 per 
cent 

Among shorter-term issues 
the 10-year note rose A to 

10114, yielding 5-885 per cent 
while the two-year note 
gained £ to 99g. yielding 
5.692 per cent The Federal 
Funds rate was 5& per cent. 

Trading was active on the 
market's first day back after 
the Veteran’s Day holiday 
and turmoil in Asian mar- 
kets bad affected prices ear- 
lier in the day. 

“Bond prices were up over- 
night as overseas equity 
markets declined, but 


that . . . reversed as US equi- 
ties came back from earlier 
lows.” said David fling. mar , 
ket strategist at Donaldson, 
Lufkin & Jenrette. 

“The main talk is about 
Japanese repatriation,” said 
Tom O'Connell, senior gov- 
ernment trader at First Chi- 
cago Capital Markets. The 
belief is that money is being 
moved out of US Treasury 
securities to be invested in 
Japan in order to raise capi- 
tal, and putting downward 
pressure on bond prices. 

UK GILTS took a hammer- 
ing in late trading, with the 
December future dropping 
nearly a full point from its 
overnight close. Analysts 
said the fall was prompted 
by stop-loss s elling and by 
one big trade. The gilt con- 
tract settled at 1163, down 
in heavy volume of nearly 
130.000 contracts, while the 
yield spread over bunds wid- 


ened to 124 basis points. 

Earlier the market had 
reacted well to another fall 
in unemployment and in 
earnings growth - the fixture 
at one point touched 118£- 
However, the Bank of 
England’s warning that 
inflation had not been tamed 
implied more interest rate 
rises on tbe horizon and gilts 
began to Call. 

Nevertheless, was no 
heavy cash selling, despite 
evidence of a switch from 
longer-dated securities into 
the five-year range. “It was a 
general nervousness, a 
marking down of prices 
across the board.” Mr Adams 
said. 

GERMAN BUNDS also 
retreated in late trading, 
dragging down other Euro- 
pean markets. The December 
bund future settled In Lon- 
don at 10220, a drop of 028, 
in good volume, with most 


activity in the five-year 
range because of a Bobl auc- 
tion. said Heinz Gunasekera, 
bund specialist at UBS. 

The market had moved 
ahead earlier but was unset- 
tled by both tbe FOMC meet- 
ing and a potential clash 
between the government and 
the Bundesbank over inter- 
est rate swaps. 

The German parliament 
yesterday gave the govern- 
ment the green light to use 
interest rate swaps to cot 
the cost of servicing the fed- 
eral debt But Johann Wil- 
helm Gaddum, Bundesbank 
vice-president, warned the 
move would increase reli- 
ance on short-term financing 
and create more volatility in 
interest rate movements. 

However, parliament lim- 
ited the amount of debt that 
can be swapped to DM95bn. 
half what the finance minis- 
try wanted. The move will 


allow the fixed-rate debt to 
he swapped far floating-rate 
debt, saving op to DMZbn on 
interest pay ment s. 

ITALIAN BTPs weakened 
but outperformed bunds as 
volumes picked up from pre- 
vious sessions, with the 
December future settling 
Q.27 lower at 11126. 

The 10-year spread over 
bunds narrowed to 61 basis 
points, with the market 
waiting for domestic data 
doe tomorrow that is expec- 
ted to show no disruption to 
the country’s generally good 
economic outlook. 

SPANISH BONOS also out- 
performed bunds, with the 
10-year spread falling to 41 
points as the December 
fixture settled 025 lower at 
103.00. Investors were await- 
ing today’s release of infla- 
tion data for October, which 
are expected to show no 
change from September. 


Floating-rate paper 
dominates issuance 


New international bond issues 


INTERNATIONAL BONDS 


By Samer Iskartdar 
and Edward Luce 

Primary market activity 
picked up yesterday, but 
issuance was dominated by 
floating-rate paper to suit 
demand from investors still 
worried about potential 
interest rate volatility. 

COFINOGA, the French 
financial company specialis- 
ing in consumer loans, 
re-opened an issue of three- 
year floating rate notes, dou- 
bling its amount to FFr2bn. 

Credit Commercial de 
France, the lead manager, 
said the issue was dictated 
by strong investor demand 
for defensive investments. 

Liquidity in the fixed-rate 
French franc sector has 


fallen dramatically In the 
past few weeks, as volatility 
in the global markets caused 
yield spreads to widen in the 
secondary market. 

CCF said there were few 
alternatives to floating-rate 
notes in the sector, since 
yields on French commercial 
paper were below interb ank 
rates. The Cofin oga issue 
pays 625 basis points over 
Paris interbank rates. 

Bankers in Paris said 
potential borrowers were 
still holding back, hoping for 
market conditions to 
improve. 

One syndicate manager 
said the European Invest- 
ment Bank had considered 
tapping the French franc 
sector, but was deterred 
when it found out it would 
have to offer a spread in the 


region of 10 basis points over 
OATs. Existing EIB bonds 
were launched with single- 
digit spreads. 

PUMA FINANCE, a securi- 
tisation of Australian mort- 
gages. was the day’s largest 
issue. The deal was 
increased from an initial 
$700m to {900m. 

MBNA America Bank, the 
funding subsidiary of the 
Delaware-based bank, 
launched the first issue 
under its medium-term note 
programme. The $300m FRN 
was priced at 42 basis points 
over labor at the re-offer. 

TOYOTA FINANCE (Aus- 
tralia) led a return to the 
“peripheral” markets with a 
NZ$100m offering. The three- 
year bonds, priced to yield 50 
basis points over the NZ gov- 
ernment bond curve, come 



Amoutt 

Coaptit* 

Price 

Maturity 

Fare 

Spread 

Book-nanor 

Borrower 

■ US DOLLARS 

re. 

K 



% 



PF E2, Series 1A. Alfalft 

180 

(al) 

100.00 

Jan 2031 

0.15 

. 

JP Morgan Securities 

PF E2, Series 1A. A2fa2ft 

666 

6*2} 

100.00 

Jen 2031 

0.20 

- 

JP Morgan Securities 

PF E2, Series 1B(a3)t 

54 

(o3) 

ioaoa 

Jan 2031 

0-40 

- 

JP Motgan Securtdw 

MBNA Amslca Bw*t 

300 

<b) 

9SJB06R 

Dec 2002 

0875R 

- 

Lehman Brctheca Inti 

■ FRENCH FRANCS 







V ■: 

Corinogejctt 

Ibn 

(cl) 

10Q.047R 

Juei 2000 

0.1 2SR 

- 

CCF 

■ SWISS FRANCS 







' .1 '.-L-.i.'. 

Oest KoraroSbankt 

300 

(0 

100.00 

Dec 2002 

- 

- 

CSFB 

■ ITALIAN LIRE -• 





- •- 


• 

Mcdiecradito OarrirahHeft 

lOObn 

(61) 

ioaoo 

Dec 2007 

untfiad 

- 

Morgan Stanley DW 

■ Guams ' 







■\ •> -A ; 

F Van Lansctat Bankiere 

400 

6.00 

99-890 

Nov 2007 

0.425R 

+38(1) 

Rabobank Intemirifanal 

■ UiXBVBBOURG FRANCS 








BBL Intematrorifl/ Finance 

2bn 

6.125 

102-55 

Doc 2008 

280 

- 

Cnidit Europten BBL 

■ AUSTRALIAN POUARS 






- • 


SLate Bk of New Sth Wtfos 

100 

6-25 

101.16 

Dec 2004 

280 


TD Socurftlee 

■ NEW 2EALAND DOLARS 





• : i • 

; v. ; . 


Toyota Finance Australia 

100 

725 

100.67 

Dec 2000 

180 

- 

Hambroa Bank 

Beyerieche Hypo 

100 

7 JO 

100875 

Dec 1989 

1.125 

- 

TD Securities 


find terms, non-caflabie unless stated. Yield spread (am rel e vant gu r m w iw it bond) at tench suppled by lead manager. $ 
Floating -rate note. R: Fixed na-offer pri c e: fees shown at re-aftor tewL a) Puns Fbwoe. 1096 etaen-tto csfl. Callable tram 
Dec 03 at per. al) Ay Ota ZB yra. 3-mth Ubar +13bp Id Dec 03. then +30bp. e2) A* He 5.1 yra. 3-mth Ubor +lSbp to Dec 
03, then +55bp. a3) Av He: B yra. 3-mth Ubor +37%bp to Dec 03. then +SQbp- b) 3-mth Ubar +37ttbp. e) Fungfcto with 
FFrlbn. cl] 3-mth Ptbor +6tebp. d) Smith Ubor -ISbpt 4 CaBeUe on 3/12/B9 at per. el) Smith Ubor +55bp to 3/12/98, then 
MK pa ffasad. I) Over interpolated yWd 


In the wake of a widening in 
NZ dollar swap spreads. 
Hambros, the lead manager, 
said the borrower would 
obtain sub-Libor rates in the 
swap market. 


The bond coincides with 
the redemption of NZ dollar 
bonds by ING and JFM. “The 
NZ dollar still provides very 
attractive yields to European 
retail investors, compared to 


other developed markets,” 
said an official in London. 

BAYERISCHE HYPO, the 
German mortgage bank, also 
tapped the NZ dollar sector 
with a {100m two-year issue. 



Israel to sell more 
shares in banks 

Bank Leumi and Israel Discount Bwifc.tnewun . 
Sand third lareest tente. ta m 

Bank_Hap«lim, tbe «un_WS JgLaeli bil- 



Bank Lemurs snarenoiuer 

■ SYNDICATED LOANS 

Debut facility for Aggreko 

Aggreko, the newly-formed company 

UK's Christian Salvesen earlier thisjrea^«tgd^fmad 

its debut in the syndicated loan market with a £l^m 

credit facility. The loan, part of which will go 

tun g debts with its parent company, is linked to Aggro- 

^Aggrelro^a provider of power and temperatmr ronfrol 
renS^vici will pay 4IL5 basis 

gearing ratio rises above 100 per cent. The margin wiU fall 
to 35 points If gearing drops to between 50 cent am 
100 per cent and to 30 points if it Is less than 50 P* r 
Rabobank International, lead arranger of the facility, 
expects a syndicate of about 10 banks based on the compa- 
ny’s r elationship lenders. Aggreko. which listed on the 
London Stock Exchange in September, will also set aside 
antrw of the proceeds as general working capital. There is 
a commitment fee of 50 per cent of the appUcable margin 
on the five-year tranche of the loan. Edicord Luce 

■ EURO FLOATING-RATE NOTES 

Lehman Brothers launches index 

r juTiman Brothers has launched an index of euro floating- 
rate notes containing 306 bonds with a total outstanding 
amount of $88bn. To qualify for the index, bonds must 
have a coupon based on one of the London interbank 
of fe red rates and an amount of at least {100m. The securi- 
ties. all denominated in US dollars, must also have a 
maturity of more than one year. Only bonds with invest- 
ment grade ratings - BBB- or Baa3 and above by Stan- 
dard & Poor's and Moody's, respectively - are included. 

Samer Iskandar 






WORLD BOND PRICES 


BENCHMARK GOVERNMENT BONDS 


Red 


Bid 


Bid DaychgWkchg Month Year 


AuutieBa 

03/99 

&2S0 101.5602 

683 

*085 

*085 

-0.11 

-12 9 


10/07 

10800 1288353 

884 

*082 

-085 

-042 

-189 

Auatria 

06/99 

7800 1038800 

4/68 

+082 

*0.07 

+012 

+188 


07/07 

5.625 998900 

5.72 

+OJM 

*0.07 

+089 

-021 

Belgium 

04/99 

7800 103.4600 

4.46 

*084 

*086 

+0.01 

+OB9 


03/07 

6-250 1038800 

5.77 

*083 

+0.01 

+0.08 

-085 

Canada* 

03/99 

48001008600 

386 

*084 

-082 

-082 

-083 


0607 

78S0 1128000 

5-48 

- 

-084 

-021 

-083 

Derenaric 

12/99 

8800 1028000 

485 

_ 

*083 

-081 

+053 


11/07 

7800 1088000 

6.14 

*081 

-082 

+087 

-085 

Rnhmd 

01/39 

11800 1078470 

4-43 

*082 

+086 

*0.13 

+040 


04/08 

7850 109.1910 

583 

+083 

- 

*085 

-087 

France 

11/99 

7800 104.6500 

480 

*083 

+087 

*087 

+083 


1QTM 

6l750 107.7000 

589 

+tL04 

+084 

+080 

+085 


10/07 

5800 38.7700 

588 

+0.02 

♦082 

*086 

-019 


10/25 

8800 988300 

683 

+082 

- 

+0.11 

-053 

Germany 

06/99 

3800 888000 

486 

+083 

*086 

*088 

+085 


07/04 

6.750 1078500 

5.42 

+0.08 

+0.07 

♦0.10 

-0.09 


07/07 

6800 1028800 

587 

+0JQ5 

*085 

+088 

-019 


07/27 

6800 103.1700 

685 

♦086 

*083 

♦Oil 

-0.48 

Ireland 

04/39 

6850 1008500 

686 

+083 

+0.12 

*008 

-052 


08/06 

8800 112-3000 

8.14 

+083 

*084 

*0.10 

-0.71 

Italy 

05AM 

6000 1018500 

5.46 

+0.02 

*086 

*0.12 

-1.15 


05/02 

8850 102.0400 

5.73 

+0.03 

*0.00 

+0.13 

-153 


07/07 

6.750 104.0400 

6.19 

+0.03 

+0.05 

+0.10 

-155 


11/28 

7850 107.1000 

a® 

+081 

+084 

*087 

-158 

Japan 

08/99 

4800 108.7800 

081 

+083 

+084 

- 

-0.48 


1Z/02 

4800 117.1000 

181 

+083 

+0.10 

-084 

-081 


08/05 

3800 1088500 

1.77 

+083 

*0.11 

-084 

-084 


03/17 

3.500 114 8300 

283 

+0.05 

+089 

-010 

-084 

Netherlands 

06/99 

7800 104.4600 

4.46 

+084 

+0.10 

*0.13 

+083 


02/07 

5.750 1008800 

S85 

+085 

+085 

*088 

-0.12 

New Zealand 

02/00 

6-500 998625 

685 

+0.08 

+082 

+0.11 

-086 


11AM 

9800 1038810 

8.74 

*087 

+087 

-083 

-057 

Hrai,. ■,< 

IBM IB||f 

01/99 

9800 105.1000 

483 

+0.01 

-0.01 

+0.12 

-088 


01/07 

6.750 106.8000 

580 

- 

-082 

+0.08 

-087 

Portugal 

03/99 

8-500 1048151 

5.15 

+083 

♦087 

+087 

-1-40 


02/07 

68261038827 

688 

+082 

- 

*082 

-183 

Spain 

07/99 

7-400 103-0777 

488 

-084 

-082 

-082 

-159 


03/07 

7850 109.1170 

884 

+084 

- 

*0.10 

-Ml 

Sweden 

01/99 

11800 1004590 

5.17 

_ 

+081 

*023 

-035 


08/07 

8800 111-4480 

888 

+081 

-0.05 

*0.14 

-1.12 

OwBwttond 

03/99 

4800 1028800 

2.14 

+085 

+0.10 

+0.12 

+084 


06AJ7 

4800 108.4500 

389 

*081 

*087 

+0.11 

-012 

UK 

08/99 

8800 988078 

783 

+082 

*081 

*088 

+055 


11AM 

8.750 B98313 

883 

tO.12 

+0/27 

*0.42 

-0.47 


12/07 

7850 1038750 

are 

+0.11 

+0-20 

+084 

-084 


08/21 

8800115.7188 

887 

+0.13 

+0.17 

*083 

-1.17 

US* 

07/99 

5.8/5 100.1250 

fi.79 

*0.04 

+084 

-086 

+088 


05AM 

7850 107.0080 

584 

+082 

-081 

-018 

-0.04 


08/07 

8.125 101.4690 

5-92 

+082 

-082 

-022 

-027 


06/27 

8875 1028125 

880 

+081 

-004 

-024 

-024 

ECU 

03/99 

5800 1008100 

481 

*088 

+088 

*087 

+052 


04/07 

5800 97.6400 

583 

*084 

+083 

+008 

-043 


London dosing. 
YWte Local 
Bn at 12.5 par 


Ylofi rnd-day. 
andardMmsd 
payable by nonras M anta. 


Source: Heracthe 0*n/FT Mormoflon 
. Ylatts shown for UtOy axciude WhhoMng 


10 YEAR BENCHMARK SPREADS 


Nov 12 

BU 

Yield 

Sprsod 

w 

Bwids 

Spread 

n 

T-Bonds 



BU 

Ytakt 

Spread Spiurd 
v» vs 

Bunds T-Bonds 

AuoMa 

6JJ3 

+OJB 

+0.10 

MswZarere 

6.7* 

+•1X7 

+081 

Austria 

572 

+0.05 

-021 

Norway 


5X0 

*0.13 

-013 

Belgium 

577 

+aio 

-aie 

Pomnr+ 


aos 

+OJB 


Canada 

549 

-0.18 

-04* 

Span 


8X4 

+037 


Owmort 

a m 

+047 

♦021 

Sredan 


8X8 

*0.71 

+045 

Finkma 

583 



Bvftnerisand 

3X0 

-1X8 

-2X4 

Rjm 

5X8 

-am 

-027 

LK 


6.78 

+1.11 

+0X5 

Germany 

5X7 


-026 

US 


5X3 

+028 

“ 

keond 

8.14 

♦0.47 

+021 

ecu 


5X3 

*016 


faty 

019 


+086 

Source: luteaahe Dtoa/FT fatomtefan 

Japan 


-aso 

-4. 1C 


Now Yorir ctoamg. 


nflulaHIOS 

565 

JWP 

-028 

Annuatoad yield bartt 



EMERGING MARKET BONDS 











Coy's 

MthYl 

Sprd 


Red 

s & P 

Bid 

BU 

chge 

chge 

vs 

Nov 12 

date Cotton Rating 

price 

yield 

yw 

yw 

US 

■ EUROPE 






W . .. 

' 1 . 

Croatia 

02/02 

7.000 BBB- 

988563 

022 

-0.11 

+0.74 

+2.38 

Poland 

07/00 

7.750 BBB- 1028401 

a ai 

+OJM 

+04)5 

+082 

Russia 

11/01 

0-260 

BB- 

94,1377 

11.13 

+1JM 

+3.16 

♦5.31 

■ LATBi AfctSUCA 




. .. . . / 


■ .;ji t v-' 


Argentina 

01/17 

11575 

BB 

99.0220 

11.49 

-024 

+2.00 

+544 

Brazil 

11/01 

8.875 

BB- 

66.9383 

934 

+020 

+1^1 

+4.02 

Mexico 

01/07 

a875 

BS 

99.6479 

953 

-004 

+1^2 

+4,00 

■'ASIA 

. 







China 

07/06 

7.750 BBS* 103.1280 

754 

-0.06 

+0.18 

+1^33 

PtmppitKS 

ions 

8.750 

BB+- 

855202 

10.35 

+0.10 

+1.55 

+4.32 

Thalond 

04/0? 

7.750 

A- 

83.4860 

10J5S 

+054 

+2.51 

+4.66 

■ AFnCA/MBDLEEAGT 



^ i. 




Lebanon 

07/00 

0.125 

BB- 1025144 

8-02 

-0X2 

+0-31 

+i23 

South Africa 12/98 

9.625 

B8+ 1048255 

7JJ3 

+0.18 

+0^1 

+1 JO 

Turkey 

05/02 

10800 

B 

98.7581 

10^5 

+0.53 

+1.88 

++L51 

■ BRADY BONDS 







:-.S 


03/23 

5500 

BB 

67-2829 

S.3S 

-0J» 

+1.10 

+3.24 

BrazB 

04/24 

5-250 

3B- 

628786 

9.06 

*0^0 

+1.53 

+3.73 

feteidca 

12/19 

6250 

BB 

7&6650 

8.63 

+0.10 

+0.72 

+2.56 

Venezuela 

03/20 

8.750 

EM 

81.7453 

8^0 

+0.10 

+054 

+2-52 


BOND FUTURES AND OPTIONS 
France 

■ NOTIONAL FRENCH BOND FUTURES {MAT1F) FFr500,000 



Open 

Sett price Change 

High 

Low 

EsL vaL Open M. 

Dec 

9894 

98.88 

-098 

9996 

9896 

46.428 

100,617 

Ma- 

98.44 

98.36 

-098 

9848 

90.38 

3,823 

11,178 

Jun 

98/00 

9792 

-098 

90.00 

98.00 

2 

- 


LONG IBM FRENCH BONO OPTIONS (MA71F) 


Strfce 

Price 

Dec 

- GALLS - 
Jan 

Mar 

Dec 

- PUTS - 
Jan 

Mar 

98 

1.02 

094 

190 

0.14 

048 

094 

BB 

094 

095 

192 

0.26 

0.69 

1.18 

100 

CL33 

094 

0.78 

045 

- 

1.41 

101 

0.18 

0.19 

098 

- 

- 

- 

102 

0.06 

0.09 

042 

1.18 

- 

- 


Ear. yd. DM. Crfs 22J82 Putt 7.810 . Piadous (te/a open mu (Ms 100534 f>m 103331. 

Germany 

■ NOTIONAL GERMAN BUND FUTURES flJFFET DM250,000 lOOtha of 10095 



Open 

Settprfoe Change Kgh 

Low 

EsL vd 

Open Jnt 

Dec 

10291 

10290 -0-36 102.79 

102.16 

163974 

249541 

Mar 

10295 

101.52 -097 10295 

101.70 

893 

14928 

■ BUND FUTURES OPTIONS (UFFE) DM250900 pofrite ol 100% 


Strike 




EMfTQ r-n.. 


Dec 

Jen Feb Mar Dec 

Jan 

rU 1 ^ 

Feb 

Mar 

Price 

10200 

0.44 

0.45 096 095 094 

GB3 

1.14 

193 

10250 

090 

098 0.48 a 64 090 

196 

146 

192 

10300 

098 

0.16 0.33 0.48 098 

194 

191 

196 


■ NOTIONAL GERMAN BUND (BOBL) FUTURES 
(OTB) DM250.000 lOOths at 1009b 



Open 

Sett price Change 

Wgh 

Low 

EsL vol Open int 

Dec 

10398 

10394 

-0.18 

103.55 

103.15 

149.566 

233440 

Mar 

102.75 

10295 

-0.02 

102.77 

102.70 

. 3.768 

38908 

Italy 









■ NOTIONAL ITALIAN GOVT. BONO (DTP] FUTURES 

(LIFFET Lire 200m lOQthB at 10096 

Open Sett price Change High Low Ebl vat open ira. 
Dec 111.70 111.26 -0.27 111.72 111.15 43141 111652 

Mar 111.67 111.48 -OJ23 111.7D 111.68 656 4277 

■ DALIAN GOVT. BOND (BTfi FUTURES OPTIONS (LffFE) Urs200m lOOlhs Ol 10094 


Strike 
firice 
11100 
11150 
1 1200 
EsL vaL total. 


CALLS 


PUTS 


Dec 

0.50 

0.24 

0.10 


Mar 

1.54 

126 

1-03 


Oee 

0-24 

0.A8 

0.84 


Mar 

1.05 

1.27 

1.54 


Cats 4021 Putt 5624. Previous day's open Inu Cal* 156 841 Puts 152960 


Spain 

■ NOTIONAL SPAMSH BOND FUTURES (MEFF) 



Oprer 

Seo price Change 

Fflgh 

Low 

Dec 

103.49 

10390 

-094 

10398 

10390 

Mar 

102.94 

10293 

+0.18 

10294 

10294 

UK 







Eat voL Open Int 
52.92 B 85., 141 
1 601 


■ NOTIONAL UK GO.T FUTURES (LIFFE)- £60X100 32nda of 1009* 

Open Sett price Change Ugh Low EsL vol open InL 
Dec 117-24 116-21 -0-31 118-02 116-17 141782 154251 

Mar 1 TS-02 117-07 -1-00 118-13 117-30 1301 35283 

- ■ LONG GILT FUTURES OPTIONS (LIFFE) £50/300 64ths of 10091 


Strike 

Price 

Dec 

Jen 

CALLS - 
Feb 

Mar 

Dec 

Jan 

PUTS — 
Feb 

Mar 

116 

117 

0-61 

0-25 

1-53 

1-14 

2-12 

1-40 

2-33 

1-57 

0-19 

0-47 

0- 39 

1- 00 

042 

1-26 

1-10 

1-43 

118 

099 

0-47 

1-10 

1-26 

1-31 

1-33 

1-60 

2-12 


Eta. voL total. Cato 06SO PUB ssae. Previous day's open it, CtoS 88542 Pun 20983 

Ecu 

■ ECU BOND FUTURES (MA7TF) ECUIQWKJQ 1 


Dec 


Open 

98.08 


Sett price Change 
98.00 -0D4 


Wgh 

96-06 


Low 

97.82 


Eet voL Open frit 
549 7,046 


London doefag. Prices ai US&. 
SttNUrd A Poort rttngs. 


Some: Iraerocthie Deto/FT Monnarion. 


US 

■ US TREASURY BOND FUTURES (CBT) SIOOJOO 32nd8 Ol 10Q9t 

Open Latest Change Mgti Low EsL voL Open bit 
Dec 117-28 118-04 40-06 118-13 117-22 168215 585503 

MW 118-03 117-27 40-06 118-03 117-24 8085 120.356 

Jun - 117-09 361 13J97 


Japan 

■ NOTIONAL LONG TERM JAPANESE GOVT. BOND FUTURES 
9JFFE) YIQOtn lOOtha al 100% 

Open Ooee Change High Low EsL vol Opel W. 
Dec 129.70 129.75 126J1 6014 rVfl 

Mar 12X90 128-93 128.76 2236 nfe 

" LFFE fatusa atto traded on APT. Al Open kmmr flga. n far mvtous day. 


US CORPORATE BONDS 

Red S& P Bid 
Nov 11 da» Coupn Rating price 

i.unurrsB 

PacBel 07/02 72S AA- 1036673 

NY Tel OB/25 7J» A+ 37.4027 

OWE 05/08 8.00 B8B 1084411 

■ FWANC1AL® ,-; ’■ ".. . ? •' i ’ Z-''. * ■' * 

GECC 05/07 &75AAA 116.1979 

Bene One QS/D2 725 A+ 1032853 


US West 


01/07 720 BBB+ 10221 79 


■ INDUSTRIALS 


Day's Mth's Sprd 
Bid chge digs v 
yMd y*d yld Govts 

- ■ ' * • *% a - * . 

li 

627 0.13 *046 

721 - 0.01 -010 +126 
627 - -016 +097 

844 -001 -019 +054 
030 -001 - 0.17 +049 
626 -001 ,-OOt +106 


WMXTech 

04/99 

UK 

A- 

999944 

692 

- +9.15 

+092 

Wul Mart 

05102 

6.75 

AA 

1019957 

893 

- -0.12 

+042 

Dayton Hud 

06/21 

&70 BBB+ 

1279906 

794 

- -9.15 

+199 





f a r 



1 .■ * :t~* + < 

■ AGENCES 





’ '*• ’ms, 

m if *j. ■ i» 

FHLMC 

04AJ7 

7.14 

N/A 

1069382 

6.19 

- -024 

+999 

SLMA 

03A» 

790 

N/A 

1034799 

996 

- -9.14 

•099 

FNMA 

02/18 

895 

N/A 

1269741 

693 

- -998 

+098 

FFC8 

06/06 


N/A 

118.0811 

6.19 

- -090 

+999 

. . , . • - . 




... . - . . ( . — ^ 

■ - — ■*. ,. 



■ HIGH YELD 


- .. . 




• , *i‘, 

;v : ;-4 ' 

Stone Cant 

02/01 

9.88 

B 

102.0000 

090 

_ _ 

_ 

AK SO 

12/01 

9.13 

B8- 

104.0000 

0.00 

- - 

- 

Paoalta 

08AM 

10.75 

B- 

1019000 

aoo 

- “ 

- 


New York dosing. 

Stendttd A Boors (dings. Ylektc sa ml anruri faastt. 


US INTEREST RATES 


Souor fauraatva OwaVFT fatarrmflon. 


EsL voL eotaL Cato 24503 Puis 29045. Previous day's open InL. Cato 247218 Putt 288800 laWwt 


Treasury Bib and Bond Yields 

Dm asootti - Tan yur 

— 8*i Tvm wopai - Ttaesim 

7^t Urea mate 6.33 Rw yaar 

Si Sttnnti 5.40 ItFyev 

FsdJuwts st Mumao* - Oae year 5.45 stVyev 


(Yarn rata. 
Broker bn 
FttUttidl 


171 

5J6 

180 

5 . 8 B 

113 


INTERNATIONAL BONDS 


Red 

Nov 12 date 

Cr 

BB 02/07 

Spain 01/07 

Ptatp Marfa 03/04 

PBHtomPm. . tons' 

Austria 01/04 

Afibey Net 02AM 

Cred Fonder 02AM 

Abbey Nat HQ4 OBAW 

BB . 02/07 

Abbey Net 02AJ2 

Waft Disney OfirtM 

Abbey Nat FRN 03A17 

ia’Mf.u/:.. 

12/07 
12AJ7 
01AJ7 
02/02 


BB 

O wdh a rBk 

RSS 

Abbey Not FRN 

BB 

ABNAirao 

Quebec 

CUcarpFRN 

Bayer L-Bk 
Toronto 
Bed Canada 
Deutsche B FRN 

World Ber* 
Spam 

Cred Fonder 
BatyFRN 


04AT7 

06/07 
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CURRENCIES AND MONEY 


again 


WORLD INTEREST RATES 


MONEY RATES 


MARKETS REPORT 


By Simon Kuper 

The yen dropped farther 
yesterday as traders again 
waited in vain for Tokyo co- 
Washington officials to 
speak out in. the currency’s 
defence. 

The yen hit a new six- 
month low against the dollar 
and a five-year nadir a gafmfr 
the pound, ft has dropped Y5. 
against the dollar in’ the lay 
fortnight, hit by the slides in 
Sooth Korean markets, the 
poor economic outlook for 
Japan, and fears for Japa- 
nese banks. 

Yesterday the Nikkei stock 
index fell another Z-8 per 
cent, and there was market 
talk of further credit down- 
grades of Japanese financial 
institutions. The so-called 
"Japan premium” an inter- 
bank lending has reap- 
peared. Japanese baBks'npw 
pay about 26 basis points 
more than US or European 
banks far three-month euro- 


f ; .v '• . 

dollar ' deposits, implying a 
higher risk of de&nlL 
Foreign} exchange strate- 
gist^ safo->Yesi8fday feat 
trade's were wary of push- 
tog dollar Too- frigid for 

fear . ttet-JFokyi would 
threaten to fa t erveam^inVap- 
portof its -crareney. Bert Jap- 
anese and US officials have 
been sfleart so far. The yen is 
approaching its low for the 
year of Y127.5 to the dollar, 
registered on May X “The 
seapkions pow. that doHar/ 
yen. ha» >entared a mew hfe- 

ger-picture YI26-Y180 -trad- 
ing range,” said ABN-Amra 
. *Wiw .pound hit: its highest - 
level for 1997 against the dol- 
lar d uring London trading, . 

fhantn to the nwg iYtn swna iH 

that "UK interest rates have 
furtherto rise. The Bank of 
Bngiaadb 4oarteriy irtfia+inm 


krtt 

TSSf - 

3 Brill ' 

-Ijr 


-ITOi* 
■■ -13964 
' 13747 


- —Pm*. am- 

r; . 


Report yesterdays coupled 
with retail price data earlier 
this week, suggested that 
last week's 25-basis-pomt 
base rate rise to 7.25 percent 

had -beeh necessary ip kdep 

!nflatkffl ; undfir^ontnd. 

Cmrmipy strategists also 
saldi Gie poiihd -was regarded . 
as3caneffiHg-of a^afehaven 
from the global market tur- 
moil. Some said it was the 
most allttoij ve high yielding 
cinraicy^jnow that aram-g in g 
market currencies are tmder 
attach the.doBar is seen as 
vuhuxable ter further slides 
■an. Wall Street- 1 and the Fed- 
-eral- Reserve- » considered 
•mfflu*y.tn mdse US.xa±es hi 
the present climate. PMhppa 
Mahngren, currency strate- 
gist at Bankets Trust in Lon- 
^nn, “The yield on ster- 

ling is fa n ta stic compared to 
in any of the other 

i i wTiiitli la HfloA Tnarfrate. " 

Avtoasb . Pezsaud, . global 
head . of foreign exchange 
research at JJP- Morgan in 
Bundle, said the pound was 
profiting from the UK's con- 







lift 


smnptian-led growth, which 
was largely immune to 
global turmoil “Splendid 
isolation reigns,” he said.. 

The pound rose 0.2 cents 
against the dollar to close In 
London at H.706..and gained 
2:5 pfennigs against the 
D-Mark to DM&941. It has 
jumped 5.3 pfrgnig a in ftp 
last two days. 

ThV yen dropped Y0.8 
against die dollar to Y12&9 


and YL6 a gainst the pound 

to Y 2 X 4 A- The dollar rose 1.3 

pftwmig a n gntnaf - the D -Mar k 
tO DML724. 

■ The yen’s sodden plunge 
against the dollar has been 
driv en largely by the hedge 
hinds, says Ms Mahngren. 

After the' Asian crisis 
began This summer, she 
says, they spent several 
months . back other 

Asian currencies which they 
had bought with borrowed 
yen. They repaid the yen, 
thus buoying, the currency 
which might otherwise have 
been dragged down by 
Japan’s fragile economy. 

When that process ended, 
however; the dollar /yen 
story changed. In. the last 
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couple of weeks, said Ms 
Malmgren, most regular 
fond managers have been 
squaring their positions for 
the year, booking their prof- 
its. Because most of them 
had been buying the dollar, 
the squaring-up entailed sell- 
ing dollars. After that, most 
of them have sat on their 
hands. “The fond managers 
are mentally turning off and 
going home for Christmas.” 
says Ms Malmgren. 

That has left the hedge 
. funds as Among the few mar- 
ket players taking new posi- 
tions. Many of them have 
placed heavy bets on the dol- 
lar against the yen, because 
the US economy appears 
much stronger than Japan's. | 
These bets have been mainly 
responsible for the dollar’s 
November surge against the 
yen, says Ms Mahngren. 

■ As expected, the Fed’s 
Open Market committee left 
US interest rates H rM ‘* |a> nc<Y* 
yesterday. The federal funds 
rate is 550 per emit 
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COMMODITIES AND AGRICULTURE 


Oil unmoved by Iraq-UN tussle 


By Gary Mead 

In the battle of nerves between Iraq 
and the United Nations over the 
inclusion of US members in weapons 
inspection teams, one potential casu- 
alty is unscathed - the price of 
crude oil has scarcely moved since 
the tussle erupted at the end of Octo- 
ber. Nor is it likely to, according to 
some specialists, even If Iraqi crude 
oil exports are halted. 

Iraq's current, six-month agree- 
ment with the UN to export crude oil 
to the value of $2bn in exchange for 
food and medicine expires on Decem- 
ber 6: before the Gulf war Iraq 
earned about $16bn a year from oil 
exports. The UN plan is based on a 
value, rather than volume, figure. 

Under the UN-brokered scheme 
Iraqi exports have been running at 
about 800,000 barrels a day. At 


slightly more than 1 per cent of 
likely current global consumption 
(now estimated by most analysts to 
be r unning in excess of 73m b/d), 
this is a marginal, though signifi- 
cant, quantity of oil. 

Some argue It is may become even 
more marginal. According to 
Mohammed Abduljabbar, of the US- 
based Petroleum Finance Company, 
the Organisation of Petroleum 
Export Countries meeting In Jakarta 
on November 26 is “more than 50-50” 
likely to decide to increase its quota 
production limit substantially, from 
the current 25.03m b/d to as much as 
27m b/d. thus ratifying what has 
been the case for some time. 

Opec's share of global production 
is forecast by the Economist Intelli- 
gence Unit to rise from 39.5 per cent 
in 1996 to 40.9 per cent in 1999. 

“Even if Iraqi oil exports are 


halted, this will not cause much 
tightness in the market because of 
current over-production by Gpec. We 
don't see WTI crude prices going 
above $21.50622 a barrel - there's 
not much upside,” Mr Abduljabbar 
said. 

This view is shared by Christopher 
Chew, head of global energy 
research at INC Barings. "Iraq has 
the power to create twitches, but not 
much else given the current world 
oversupply, high levels of stocks, 
and the likelihood of a warmer than 
average northern hemisphere win- 
ter, thanks to El Niflo 

If there is a blot on the horizon - 
and a greater chance for a slightly 
longer-lived spike in crude prices - 
it partly derives from the position In 
non-Opec supplies, according to 
Richard Shepherd, of Petrodata 
Research, based in Aberdeen. 


Petrodata's latest analysis sug- 
gests that more one-third of 
new non-Opec fields due to come on- 
stream in 1998 may encounter seri- 
ous technical delays, causing a loss 
of 360.000 b/d out of projected new 
offshore production of 1.2m b/d. 

"The probable increase in Opec’s 
quota limit will do no more than 
keep pace with increased global 
demand. And if you take Iraq out of 
the picture, that may create ten- 
sions, even in a mild winter. Over 
the course of 1998 the problem of oil 

supply will become more apparent," 
he said. 

On the New York Mercantile 
Exchange December-dated crude was 
7 cents lower at $20.44 a barrel in 
early trading yesterday; on London's 
International Petroleum Exchange 
December Brent was up 4 cents at 
$19.64 in late trading. 


SA minin g power 
‘more concentrated’ 


Control in mining; South Africa afips 


By Kenneth Gooding, 

Mining Correspondent 

Dramatic changes in the 
structure of South Africa's 
minin g industry in the past 
five years have concentrated 
power into even fewer hands 
- and it re mains difficult for 
foreign groups to gain entry 
to a country with a treasure 
chest of mineral resources. 

This is one of the impor- 
tant conclusions in a new 
study by South Africa's Min- 
erals and Energy Policy Cen- 
tre — a “ think tank" that hnc 
as its p-Hflirmnn Cyril Rama- 
phosa, the former secretary 
general of the African 
National Congress - and the 
Raw Materials consultancy 
of Sweden. 

The study points out that 
most restructuring has been 
carried out by the South 
African industry itself. "This 
is a sign of how closed the 
industry still is.” it says. “No 
corporate raider has been 
able even to enter the shop. 

“In part this is due to the 
country's financial system 
that permits pyramid owner- 
ship control arrangements 


COMMODITIES PRICES 


through relatively small 
direct equity holdings." 

The number of mining 
finance houses has fallen 
from six to four - Anglo 
American Corporation-De 
Beers; Gencor-Gold Fields; 
JCI and Anglovaal - but two 
are still family-controlled; 
the Anglo group by the 
Oppenheimers and Anglo- 
vaal by the Hersov and 
Menell families. This is “an 
extraordinary situation in 
international mining", the 
study says. 

The four groups own much 
of the prospective ground in 
South Africa and until this 
is changed by new mineral 
legislation foreign interest in 
the country will remain low. 
it suggests. 

The South African groups 
are spending most of their 
exploration and development 
money outside the country, 
which is another reason for- 
eign companies and their 
capital are needed. 

South African companies 
intend to spend about $400m 
on exploration this year and 
of that $250m will be spent 
in other parts of Africa - 


representing 40 per cent of 
the global industry’s expen- 
diture on that continent 

The study points out that 
in the past three years merg- 
ers and acquisitions involv- 
ing South African companies 
"reached proportions that 
will have a long-term, defini- 
tive influence on the global 
mining industry. The South 
African industry might be 
down-scaling, but it is far 
from dead”. 

South Africa's role as a big 
supplier of metals and min- 
erals to the world has slowly 
diminished in the past 20 
years. But this is from "an 
extraordinary position of 
influence by a comparatively 
small nation". The study 
predicts "South Africa will 
remain one of the power cen- 
tres of minin g in spite of 
down-scaling and other pres- 
ent problems". 

It says the most profound 
internal changes are being 
attempted by the mining 
groups, with initiatives to 
flatten management hierar- 
chies, to reorganise work 
patterns and to improve the 
creation and application of 
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skills. "The true value of the 
changes in ownership will 
need to be judged by the 
extent to which they will 
accelerate or impede inter- 
nal reorganisation.” 


South African Mineral 
Yearbook, 1997, from African 
Mining, PO Box 48120. Boose- 
velt Park 2129, South Africa 
(http:lltotDto. mining. co.za) 
US$249 plus $25 for air mail. 


Gold at 
lowest 
for over 
12 years 


MARKETS REPORT 


By Kenneth GoocBng 
and Gary Mead 

Gold fen to its lowest level 
for more than 12 years in 
London yesterday after Ger- 
many's central bank said 
that for some time it had 
been lending bullion to the 
market. At the afternoon 
price “fix", gold fell to 
US$308.15 an ounce, the low- 
est since July 1985. 

The Bundesbank had been 
flooded with inquiries after 
fresh speculation about cen- 
tral hank gold sales. It said 
that, although it was lend- 
ing to the bullion market, it 
had "absolutely no intention 
of selling gold". 

It said the lending gener- 
ated a contribution towards 
the COSt of maintaining its 
gold. Traders suggested the 
hank might be lending 10 
per cent of its 3,700 tonnes 
of gold reserves, generating 
about S70m a year, not a big 
sum for the bank. 

One dealer said: "Every 
professional in the market 
win sell gold once it fells 
through S308. If it does, it 
will fall to at least $300.” 

On the London Interna- 
tional Financial Futures 
Exchange cocoa futures 
were again hit by the 
strength of sterling, with 
the lead contract for March 
dosing £7 lower at £1,056 a 
tonne. 

The strength of the pound, 
making London cocoa rela- 
tively expensive for Euro- 
pean traders, creates oppor- 
tunities for arbitrage - 
trading designed to profit 
from price differences for 
the same goods in different 
markets - with New York's 
Coffee, Sugar and Cocoa 
Exchange. 

However, even CSCE 
cocoa futures were trading 
lower by midday, the 
December contract $15 down 
at $1,606 a tonne. 


BASE METALS 

LONDON METAL EXCHANGE 

(Prion tram Amalgamated Motel Tiwflnfl) 

■ ALUMINIUM, 88.7 PURITY ($ per tamel 



Cash 

3 rnthe 

Qose 

1810-11 

1638-9 

Previous 

1609.5-11.5 

1637-39 

High flaw 


1642/1628 

AM Official 

180&5-O4 

1829-30 

Kerb dose 


1837-8 

Open ffrt. 

257.713 


Total daffy tunover 

77.104 


■ ALUMINIUM ALLOYS per tanrwj 

Close 

1477-82 

1485-88 

Previous 

1480-85 

1488-90 

High/low 


1490/1475 

AM Offldal 

1472-74 

1477-80 

Kerb dose 


1480-85 

Open im. 

6.488 


Total daily tunover 

1*62 


■ LEAD (S per tonne) 


Close 

577.5-8.5 

581 *-2.0 

Previous 

57T*-7B.S 

600.5-81.5 

Hlgh/tow 


596/588 

AM Official 

575-6 

568-9 

Kerb dose 


593-4 

Open art. 

31.135 


Total daly turnover 

4.138 


■ NICKEL (S per tonne) 


Ctose 

6195-205 

6280-85 

Previous 

6275-85 

6355-60 

hfcghflovr 


633076260 

AM Offldal 

6170-75 

6260-65 

Kerb dose 


6260-65 

Open InL 

60.604 


ToW daffy tunover 

27,197 


■ TIN (5 per tonne) 


Close 

£605-10 

5585-600 

Previous 

5660-70 

5635-40 

High/low 


6670/5570 

AM Official 

5590-600 

5580-85 

Kerb dose 


5570-75 

Open htl 

15.114 


Total daffy turnover 

6280 


■ ZWC, special high grade (S par tonne) 

Close 

ii7a*-a* 

1197-8 

Previous 

1178-79 

1202-03 

H)gh/k»r 


1212/1189 

AM Official 

1169.5-70.5 

1195-95* 

Kerb close 


1199-200 

Open im. 

62.087 


Total daffy tunover 

15*67 


■ COPPER, grade A (Spar forme) 

dose 

1956-7 

1977.5-8.5 

Previous 

19716-72* 

1990.5-91* 

Hlgh/tow - 

1948 

198871962 

am Official 

1948-49 

1968.5-69.5 

Kerb dose 


1965-6 

Open int. 

158.938 


Told dauy turnover 

71.868 



Precious Metals continued 

■ OOLD CQMEX (10Q Troy oa; Srtroy ozj 

Salt Day** Opaa 

price change ffid 1 law VU M 
So * 309.8 - 309.0 309 l0 

Dec 310-6 ' - 311.4 307.9 38436 102Jk 

Ml 31ia - 315L4 303.0 7.060 35,713 

Apr 3119 - 3133 310.5 148 7.711 

Am 3180 - 315* 3133 « 11.416 

AUB 31B.1 - 320.5 320.5 115 4.611 

Total 48*10214^85 

■ PLATINUM NYMEX (50 Troy oz.; SAray az.) 

JOB 391 .0 +17 3923 3840 1,250 10,392 

Apr 388.0 +Z2 3800 3870 72 1,456 

JnJ 385.0 +22 - - 2 86 

TOW 1023 11*34 

■ PALLADIUM NYMEX (100 Troy az4 Wray az-l 

Dec 21000 +215 21100 209.75 254 2811 

U*r 207.00 +285 207.50 20600 70 1307 

Jan 20300 +265 - - - 111 

Sop 200.50 +265 2 

Total 321 4231 

■ SILVER COtBt (5000 Troy be; Centa/troy taj 

Ho* 4880 -02 - - 36 19 

4903 -0 2 497.0 488.0 17089 50157 

4921 -02 - - 7 27 


GRAINS AND OIL SEEDS SOFTS 


WHEAT UFFE (100 tormeo; £ per tonne) 


COCOA UFFE (10 tomes; E/tomd) 


Dec 

Jan 

Mar 

■toy 

M 

Total 



SMt 

Bert 

Open 


lake ctamBO Wgh Low 

Vof tot 

Rear 

79.15 

-075 

- 170 

Jan 

81.15 

-075 81*0 81*5 

475 2,966 

Mar 

83.15 

-075 63.75 83*0 

326 2*76 

May 

8515 

-075 85.75 86 JO 

138 2*90 

Jri 

87.15 

-075 87*0 87*0 

4 201 

Total 



975 8*32 

■ WHEAT CBT (5*Q0bu min; ranta/BUb btohel) 

Dee 

344 75 

-475 350*0 344*0 10*83 44*18 

Her 

360.75 

-4*0 368.00 36000 

6.435 31.658 

May 

369.00 

-4*5 373*0 388*0 

261 6J03 

Jd 

373.75 

-3.75 376*0 372*5 

7B9 16.749 

Sap 

379*0 

-3*0 380*0 378*0 

113 172 

Dec 

388.00 

-1.00 390*0 388*0 

71 3*94 

Total 



18*19 102*28 

■ MAIZE CBT (5,000 bu nun; cents/56to busfw8 

Dae 

27425 

-2*5 276.75 273*0 43*04160*33 

Mar 

28425 

-2*5 286*0 283*0 18.928110451 

“ay 

290*0 

-2*5 292.00 289.75 

3.720 32499 

Jd 

294*0 

-2*0 24125 2MW 

5*74 45*23 

Sap 

287.75 

— 2-00 28R. 75 287 J)0 

95 4.159 

Dac 

287*0 

-1.75 289*0 286.75 

2*99 29,110 



Sett 

Days 



Open 



price donga [fid* 

Urn 

Vd tat 


Dac 

1030 

-7 

1034 

1026 2*78 42*28 

Dae 

Mar 

1057 

-6 

1081 

1051 2*12 56*27 

Fell 

May 

1076 

-6 

1079 

1071 

178 23.784 

** 

Jd 

1094 

. -« 

1005 

IKS 

172 10*55 

Jm 

Sap 

1110 

-7 

1111 

1107 

340 19*99 

Abb 

Dac 

1124 

-7 

1123 

1122 

57 21*15 

Oct 

Trial 





8,181200*38 

Tom 


COCOA CSCE (10 toms; S/tonnn) 


MEAT AND LIVESTOCK 

■ UV E CATTLE CME (40JKXKbn; canta/lba) 

Sett Day** Open 

Mca daoga Mgh Law Hal tat 

60800+0225 67200 86200 4,248 30992 
68275-0025 60825 60350 3.731 32138 
72175-0075 72375 71.975 837 1SJB76 
70300 - 70375 70050 582 11.410 

70300-0150 70450 70250 279 3X78 

72000-0100 72225 72000 29 1.205 

9*08 98*04 

LEAN HOGS CME (40.00fflb« 


Dae 

1814 

-7 

1617 

1602 8,752 

7*84 

Dac 

62.100+1*00 62*00 60750 2*90 

17*63 

Mar 

1060 

-8 

1661 

1847 7*28 46,168 

Faff 

61*50+0350 62.175 60*00 2*48 

12*86 

■tar 

1688 

-8 

1867 

1880 

536 16*40 

AW 

58.825 +0.475 59.150 58.000 

774 

5.140 

Jd 

1706 

-8 

1709 

1701 

291 

4*82 

JIM 

65.825 +0*75 68*00 65.400 

733 

3*03 


1736 

-6 

1727 

1725 

196 

5,400 

Jd 

84*50+0450 B4J00 64.150 

97 

1*57 

Dec 

1748 

-8 

- 

1749 

234 

9*97 

Aog 

62.400+0125 62*00 62.400 

12 

IK 

Trial 




17,129180*68 

Trial 


6*08 

40*56 

■ COCOA (ICCO) (SOR's/tome) 



■ PORK BELLIES CME (4Q,000taK cenm/lbs) 


Prica no. day 
. 124058 1243.79 


(My 

■ COFFEE UFFE (5 tonnes: S/lome) 


Total 


74*33 387*88 Jan 


BARLEY UFFE (100 tonne® £ per terms) 


497* -04 501* 501.0 
5000 -05 5025 5025 


ENERGY 

■ COUPE OB. NYMEX (1.000 btereta. S/bwreQ 

uteat Dari Open 

price cft aaga High low Vd M 
Dan 20*2 *001 2060 2040 30,124 67*05 

Jan 2072 +O01 2080 20*1 22*87 78.428 

Mi 20.73 +0.01 2080 20*5 0459 37*99 

Mar 20*7 +0.02 2073 20*1 3*86 21*83 

Apr 20*5 - 20*8 20*3 2*11 18*48 

Itoy 20-50 - 2050 20*0 880 19*78 

Total 75713402*01 

■ CRUDE CHL IPE {Vtxmefl 

Latest Day*a Open 

price ctoage Mgh Low Vbl M 
Dae 1061 +001 19.68 19*7 19*28 38*33 

Jan 19*3 +0.03 19.70 19*8 20895 83.731 

Ml 19.56 +001 19*1 19.48 3*42 33.198 

■Ur 1039 -0*3 19.48 1035 1*61 7*47 

1027 -003 1037 19*6 174 5*25 

Hay 1013 -005 1016 1013 682 5.162 

TaW nfr d/m 

U HEATING OL HYMBt (42*00 US gdfa: c/US gate} 


36 2.795 

Nov 

74*5 -1.00 

_ 

_ 

_ 

28 

19 3*14 

Jan 

7640 -1.00 

7650 

7040 

27 

1*81 

19,174 94*93 

Mar 

7875 -1*0 

79*0 

79*0 

41 

554 


Hay 

8050 -1*0 

- 

- 

- 

23 


Sep 

81*0 

- 

- 

- 

6 


Total 




29 

1*82 


Nov 

1656 

+48 

1662 

1634 12B 1,482 

Jan 

1663 

+43 

1670 

1634 8725 19*47 

Mar 

1655 

+38 

1680 

1630 2*50 11*48 

Hey 

1B47 

+33 

1650 

1625 379 3*66 

Jd 

16*7 

+30 

1650 

1635 103 024 

sw 

1663 

+30 

- 

- - 389 

Total 




10*16 3006 

HI COFFEE ‘C CSCE (37*00U»; cants/lbs} 


fab 82250+0550 62*00 60900 912 6*64 

Mar 60950+0175 01*50 60*50 124 961 

May 61*75-0125 62*00 60500 27 387 

JBI 0*25+0400 62925 61.100 16 366 

Ang 56.750 +0500 58.750 58*00 1 18 

TaW 1*68 7*16 

LONDON TRADED OPTIONS 

Strihw prioa S taw —Curia Put* — 

■ ALUMINIUM 


■ SOYABEANS C8T (5 CTMin nfa; CwM» teshgj 

Hn 731.75 -OOD 737.00 729.75 5,09 7*95 

Jn 730*0 -7*5 737*0 729*0 54,118 72.156 

Mar 73325 -8*0 739*0 73125 7.102 25.703 

May 737*0 -075 742*0 73525 4*34 19,708 

Jd 738*0 -6*0 743*0 736*0 6,768 19*57 

Ang 73225 -5.73 736*0 732*0 317 1.020 

TPM 79*88153*88 

■ SOYABEAN OIL CBT (60,0008)3: cano/Ib) 

Dec 2037 +028 2044 25*4 9.183 47*27 

Jan 26*2 +026 26*0 25*7 6*96 32,160 

Mar 26*6 +009 26.70 26.10 3.161 18.795 

May 26*7 +005 2072 2010 775 0939 

Jri 2046 -Oil 26.65 2010 544 8*57 

Ang 2015 -0*0 2030 2010 153 914 

IMri 20*55119*30 

M SOYABEAN MEAL COT (100 torn; S/top) 


Dee 

159*5 

+140 161.40 157*0 4*44 

6*12 

Mar 

147*5 

+1*0 140*0 140*0 3*76 

9.121 

■ay 

143.00 

+0*5 14475 142.75 

334 

3,112 

Jd 

139*0 

+0.10 141*0 139*0 

208 

2,112 

sap 

135*0 

-0.15 138*0 138*0 

63 

1.090 

Dec 

132*0 

-0*5 138*0 133*0 

46 

879 

Total 



8*72 23*03 

■ C0f=FEE{tC0) (US centa/pound) 




Hnr 11 

Comp, [taffy 

15 (toy average 


.117*7 
. 114.78 


Pro*, day 
117*0 
114*8 


■ WfBTESUOAR UFFE (50 tonnes S/tonne) 


Dec 


■ LME AM Official E/S rate: 1.7095 
LIME CXoafcig OS rate; 1.7060 

Spot 1.7W0 3 h3s 1 6967 6 rtfs 16884 9 nt* 1*808 

■ HIGH GRADE COPPER (COMEX) 


Latest Day's 
prioa du n— t fffeh 
5005 +023 5010 
58.715 +0.10 
5065 +0*5 
5O0S -0.05 
5055 
5020 


Ml 

Apr 
Hay 
Total 

■ GAS OIL PE W»W) 


snna 

59*0 

5025 

5070 

55*5 


Low VM M 
57*5 15,711 51*78 
58.10 6*78 31*37 
58.45 1*38 14,432 
58*0 711 9.750 

5030 72 5,538 

54*0 94 4,058 

20486127,704 



Salt 

D*a 




0|MR 


price cAaofla ffigli 

Low 

VM 

let 

nov 

88*0 

-0*0 

BB.W 

88*0 

220 

2*39 

Dec 

8855 

-as 

89*5 

88*0 

5.116 29,799 

Jao 

8895 

-aw 

anan 

88*0 

116 

1,500 

FriJ 

89.15 

-0*5 

90*0 

89.30 

153 

1*32 

■er 

89*5 

-065 

9050 

89.10 

1.154 10*56 

Apr 

89.15 

-0*5 

90*0 

89.B0 

17 

1*91 

Total 





7*01 G4*BB 


PRECIOUS METALS 

■ LONDON BULLION MARKET 
(Prices supplied by N M RottecftUd) 


QoMfTray ce) 
Qoee 
Opening 
Morning flx 
Afternoon fix 
Day's High 
Day's Low 
Previous dose 
Loco Ldn 

1 month 

2 mon t hs 

3 months 
Shw Rx 
Spot 

3 months 
6 months 
i year 
Gold Coins 
Krugerrand 
Maple Leaf 
New Soverap 


S pries £ equtv SFr equiv 
308*0-300.70 
309*0309.70 

310.10 181.387 431.587 

308.15 180*43 430.023 

310.40*310*0 
3O7.7tW0S.10 
31140-311*0 

Gold Lending Ratos (V8 USS) 

.133 0 months 3*4 

-333 12 months .——3.79 
.**4 

pArey as. US cto equiv. 


Sad Day's Open 

price change Hgft Lai Vel U 

Boa 179.00 - 179.75 177*0 9.601 10*11 

Doc 179.25 -0.75 180*0 178.75 14*30 30*76 

Jd 160*0 -0.50 161.00 - 2*52 14*56 

Ml 179.75 -025 18050 179.00 1,122 10102 

Iter 177*0 -025 17825 17725 44 6*47 

Apr 17125 - 175.00 175*0 1 3*67 

Tetri 27*00 94*72 

■ NATURAL GAS PE (1*00 Ians paa per Ihb< 

Dec 15230 -0320 15.400 15200 215 1.175 

Jan 18. BOO -0200 19*9) 1979) 105 2*65 

Total 886 11*20 

■ NATURAL GAS MYMEX (10*00 laaBto- S/mmttuJ 

Latest Daft Op* 

plea change Ugh Lew Vd tot 

Dec 3.495 - 3*40 3400 27*25 <9233 

Jan 3*70-0*04 3*00 3*90 10*44 37.483 

Feb 3*75 -0*05 1110 1040 2*65 24*86 

Mar 2.705 +4L010 1710 169) 1*25 17*50 

Apr 1370+0.005 2*75 2*60 679 11*71 

May 2270 - 1Z70 1260 233 1755 

Total 44*3623^978 

■ UNLEADS GASOUNE 

NYKX (42*00 US gait; dUSgafcJ 


Dec 

23*5 

-54 

2*2* 

2352 11762 40,337 

Jen 

23*1 

-52 

233* 

230. □ 

8*00 28*21 

Star 

226* 

-3* 

990 0 

2256 

4*06 23*19- 

May 

223* 

-3* 

2255 

222.8 

3*26 17.757 

Jd 

224.0 

-2.7 

225* 

223* 

2726 11*12 

Aug 

223.5 

-2* 

2253 

mo 

244 

2*93 

Total 





33*10 129*89 

■ POTATOES UFFE (20 tonnes; E perforate) 

Mar 

106* 

+1.0 

_ 

_ 

_ 

_ 

Apr 

140* 

+1* 

142* 

1350 

94 

1.140 

Hay 

150* 

+1* 

- 

- 

- 

22 

Jee 

160* 

+05 

- 

— 

— 

— 

No* 

75.0 

-20* 

- 

- 

- 

3 

TOM 





90 

1,182 

■ FREIGHT (BJFFEX) UFFE (SIO/Mex point) 

Kov 

1245 

+20 

1250 

1235 

18 

728 

Dec 

1280 

+25 

1280 

1260 

72 

235 

Jaa 

132S 

+35 

1325 

1310 

9 

628 

Apr 

1355 

+37 

- 

- 

- 

357 

Jd 

1215 

+25 

1215 

1200 

26 

95 

Total 

date 

Prar 



136 

2*81 

on 

1272 

1277 






Dao 

305* 

_ 

307* 

305* 1103 5*03 

Mar 

313* 

- 

318* 

3158 1*69 19*38 

May 

3155 

- 

320.0 

319* 118 4*32 

Aag 

3703 

- 

321* 

3206 125 3*92 

Oct 

315* 


316* 

315* 30 3289 

Dac 

314* 

- 

- 

- - 140 

Tatol 




4*30 352BT 

■ SUGAR ‘If 

CSCE (1 12.000lbs; cente/bE) 

Nv 

1227 

-0*8 

1141 

112610*54 121 .1* 

Mar 

1225 

-0*7 

1137 

1125 1212 30*42 

Jd 

12*0 

-0*3 

1109 

12*0 1150 23.491 

Oct 

11*3 

- 

11*0 

11*2 1*02 21712 

Mar 

11*5 

- 

11*9 

11*5 795 6,136 

Hey 

11*9 

+0*2 

11.83 

11*9 73 607 

Total 




18*91204287 

■ COTTON NYCE (50/XXAbs; oenta/bs) 

Bra 

70.47 

+0.14 

70*0 

7029 1758 30210 

fetor 

71.96 

+0*7 

7115 

71*5 4,758 21*31 

Hay 

73.08 

+0*6 

7525 

7195 1*18 10*27 

Jd 

7595 

+020 

74.05 

7575 840 11258 

Oct 

75.15 

+0.12 

75.15 

75.15 155 882 

Dac 

75*1 

+0.13 

7535 

75*5 531 9*87 

ToW 




14*68 MjD0S 

■ ORANGE JUCE NYCE ft5*00ftat; centsdn) 


(99.798) LME 

Doc 

Mar 

Dec 

Mar 

1550 

_ 76 

113 

4 

23 

1600 

_ 38 

81 

16 

40 

1690 

- 15 

55 

42 

63 

■ COPPBt 





(Grade A] LME 

Dec 

Mar 

Dec 

Star 

I860 

- 46 

-84 

42 

188 

2000 

- 23 

72 

71 

102 

2050 

- 13 

S3 

108 

132 

■ COFFEE UFFE 

Jen 

Me 

Jan 

Mar 


„ 




nte 





rite 





■ COCOA UFPE 

Dec 

Mar 

Dac 

Mar 


n/a . 

nte .... — 

nte 

■ BRENT CRUDE 
IPE Dsc 

1950 

2000 8 

2050 


Jan Dae Jan 
5 60 

54 7 

37 


LONDON SPOT MARKETS 

■ CRUDE OIL FOE (per bamaQ ter- 


PULP AND PAPER 

■ PULPEX OMLX (88; 24 arr dry tons} 
Sett Cay's 


Jan 8165 +2.40 83*0 80*0 8*77 21*88 

Mar 8030 +110 86*0 83*0 1030 11*39 

May 89*0 +150 89*0 87*0 286 3.183 

Jul 92.00 +1*0 92.00 90*0 164 1*07 

Sap 94*5 +1*5 9190 92*0 91 782 

Her B6*S +1*5 96*0 95*0 11 670 

Tetri 11*24 39*91 


Span 



prioa donga Mgb imr 

W 

tat 

Dec 

548*0 +325 55150 546*0 

58 

282 

Her 

SBS.00 +525 570*0 565*0 

15 

378 

Total 


108 

680 


FUTURES DATA 

AD ftituies data suppBed by CMS. 


VOLUME DATA 

Opwi Interest and Volume data shown for 
contracts traded on COMEX, NYMEX, CBT, 
NYCE. CME CSCE and IPE Crude Oi are 
one day in arrears. Vokm & Open Interest 
totals era far all traded months. 


289*5 
282*0 
205.35 
301.65 
$ pries 
313-316 

322-325 


404*0 
4577.75 
500.45 
50G.50 
£ equiv. 
183-185 

189-191 


Dec 
ten 
Ml 
Mar 
A Of 
May 
Total 


Uteri Day* 
price change Bgfa 

58.80 -0*8 59.15 
56*5 -027 5920 
59.40 -ttOfl 59.40 
59*0 -0.15 00.10 
62*0 -0*5 6250 
6225 -0*5 BJM 


Iw IM H 
58*0 10*63 30*90 
58*0 1972 20*70 
59.10 685 11*42 

59.60 1*00 6*02 
0140 1.429 6*91 
6220 405 5.554 

19,484 91*85 


Nuts and seeds from Kenkto 
USS a tonne. Iranian pistachio* 28/30 raw 
pn ahel) naturally opened (rouid): second 
hand prices at 4*50 FCA. WPtaut* US 
jumbo tftttaft 1*00 CPT Europe. TnridsA 
hazelnuts 13/15 + 11/13. far new crop 
indication 4.650 FOB. Iranian sultanas 
double cleaned crop 1987 at 1.110 CFR 
Iranian apricot halvas at 1,780 CFR. 
Indtan cao taewr ri crop 1997 CFR from top 
shippers; W320 at 5*00, W240 at 5,750. 
US almond® crap 87. Sl 656 at 3.880 FAS 
Oct stapmant; 22/24 NPSSR at 4.700 FAS 
lor Oct Coconut: 1.130 FOB from top 
Phllppfeie mflta; market easier. Russian 
Sam Wfritt Bumpkin aw* 1.88Q CFR. 


INDICES 

■ Reuters (Bag® 18/8/31 = 100) 

Nov 12 Nov 11 month ago yea r age 
1812* 1811.7 1885* 1857* 

M CRB Futures (Base 1967 a 100 ) 


Nov ii Nov 10 moMh ago 
242.65 241.10 

■ QSC1 Spot (Base: 1970 ^ 100) 


Nov 11 
206*0 


Nov 10 month ago 
204*4 205.11 


year age 


year ago 

20620 


UK WAREHOUSE 

STOCKS Ra— ea| 


AJunankim 

-1*00 

to 

725*25 

AfeanHurn dtoy 

-320 

to 

45*60 

ftwMf 

-1*50 

to 

343,425 

Lead 

-175 

to 

116,176 

Metal 

+330 

to 

66.782 

Zfetc 

+200 

to 

478*75 

Tin 

-1.150 

to 

1225 


Dubai 

S18.72-B.82w 

-0.00 

Brent Bland (dated) 

$19*1-9.36 

+0.135 

Brent Blend (Dec) 

S19.S9-9.64 

-0*35 

W.TJ. 

S20.47-0.4aw 

-0.05 

■ on. PRODUCTS NWEprarapt dehay OF (tonne) 

Premium Gesofine 

$199-202 

+1 

(3ns Off 

$182-184 

+o* 

Heavy Fuel OH 

$104-106 

+1 

Naphtha 

$198-200 


Jot tool 

$200-202 


Diesel 

$192-193 

-0* 

■ NATURAL GAS (Pmaritiarm) 


Baden (Dec) 

15.16-1526 

■0*5 

Pmmutl Ague. TgL London (017T) 359 87 ED 

HI OTHBt 



Odd (per troy ra>f 

5308.50 

-3.15 

Sffrer (per troy oztf 

497.00c 

+5.00 

Rtefaurn (par tray ozj 

$393*0 

+1*0 

Peladlum (per troy oi) 

$212.00 

+3*0 

Copper 

96*c 


Lead (US prod.) 

45.00c 


Tin (Kuaia Lumpur) 

18.18r 


Til (New YorfrJ 

282* 

-4* 

Cattle (Bve weight) 

92*3p 

-1*3* 

Steep live weight] 

109.180 

+3*2* 

Pig* (Ew wdgw)t 

B9*0p 

-&27* 

Un. day auger (raw) 

$282*0 

+4*0 

Lon day sugar (wte) 

$304*0 . 

+1*0 

Bpftoy (Eng. feed) 

Unq 


Mate QJS No3 YeSow) 

£109*0 . 


Wheat (MS Ouk North) 

Unq 


Ritoberpecjy 

54*0p 


Rubber (Jarflf 

54*ap 


Rubber (KLRSSNol) 

283*2 

-zo 

Coconut Off (PW5§ 

622*y 

-2* 

Palm CM (Matay.)§ 

S25*w 

-2* 

Copra m§ 

$415.0 


Soyabeans (US) 

1B7JQZ 


Cotton OuUaak'A. 1 hdn 

77^40c 


Woottops (6fls Super) 

405p 



COMMODjTJE^NEWSDIGEST 

Hedgers lift gold 
clearing volumes 

Producers rushing to hedge 
dropped sharply in October 

the precious metal cleared ui ^ u> n tf.year 

settlement centre for that tiw Swiss 

low after a group of ^ n^taJ. 

central bank should seU some of .association. 

According to the London > ‘ m October 

the average daily clearing started collect- 

was 42m ounces, th< 

me the statistics m October 996J n s rent ahead 

above the September daily averagp and ^ P^r 
of October last year. In value ^ compared 

October was also the 

with $lLlbn in September and $i0-5bn a t ^ 

when the average gold price was S3S ■ ^ Gooding 

pared with *324.87 last month. Kcnnt ut 

■ ARABICA COFFEE 

Vietnam to expand production 

France has signed a FFrflSn f*37m) deal with Vietnam to 

and diversify awa>- from reliance on of lower^oe 
robusta coffee. Vietnam has only about hretaresi 
arabica under cultiration but plans to expand to mOQO 

ha, lSe^rS(* e goveniment's concessional rmanre aroi. 
Caisse Francaise de Developpement. w ^.I p r° vnd ® 

™H oneofto " orld ' sb ^^-^ 

■ BAUXITE MINING 


Shake-up expected in Guinea 

A substantial shake-up of the bauxite Industry in Gumea 
is on the cards. The West African country is the^ world s 
second largest producer, after Australia, of bauxite, the 
raw material for alumina, from which aluminium is 
made, and last year the industry contributed more than 
85 per cent of Its foreign exchange earnings. However. 
Guinea wants to add more value to the bauxite before it is 
exported and this might mean bringing in new partners. 

The government has called In SBC Warburg Dillon 
Read, the investment bank, to advise it on the restructur- 
ing and privatisation of Guinea's mining sector. Guinea 
hopes output at Compagnie des Bauxites de Cumin? will 
be expanded from an annual 640.000 tonnes to 1.1 tn 
tonnes. This would cost more than US$300 m. CBG Is a 
joint venture between the government and Halco, whose 
shareholders include Alcan of Canada. Alcoa and Reyn- 
olds Metals of the US. Pechiney of France, Contalco of 
Australia and Germany's VAW. 

At the Friguia complex, which mines bauxite and pro- 
duces alumina, the government is in dispute with its part- 
ners because it has placed the company in receivership 
and they are contesting this. Alcan and Pechiney are also 
shareholders in Friguia, along with Hydro Alu mini u m of 
Norway and Canada's Noranda. Kenneth Gooding 



CROSSWORD 


No.9,531 Set by HIGHLANDER 



i » DkMbl * NariJaB. • 

Dac. VLiwton PMea 9 OF flotortw. t Butoai mart* 
■**— ' (Surge an mm. teased on 1A37 Oaaa a I etas 
sou. 


ACROSS 

1 French tragedienne hang 
rather hard shift (5*) 

10 Resistance tore off deceler- 
ation rocket (5) 

11 Exhausting play on words 
is an uninitiated thing (9) 

12 June starts with match 
against Queen, the main 
one at Olympia (7) 

13 Dry grass and weed, they 
say, with expression of sur- 
prise (5-2) 

14 Any broadcast about the 
street is dreadful (5) 

16 Increase in building mate- 
rial is about right (9) 

19 Bad-tempered note antici- 
pating Yorkshire's lead (9) 

20 Odds unacceptable, say. at 
such a length (5) 

22 Renews the information on 
mare expensive fruit (7) 

25 Going around in the morn- 
ing in France, well on time 
(7) 

27 Three men in charge 
mostly win against six on 
Rhode Island (9) 

26 Polish river first. French 
river eventually (5) 

29 To come round without a 
cape shows persistence (14) 
DOWN 

2 One helpful suggestion 
about hors d’oeuvres 
abroad (9) 

3 Goal of the month includes 
above (S) 

4 One ingredient in snack 
made by two people (9) 


$ 




5 Looked after church farm 
(5) 

6 Has it overturned the point 
with undue speed? (9) 

7 About the first person in 
Germany to build an 
empire (5) 

8 Muddled about GT? It's a 

• marine tower (7) 

9 Not a trustworthy sort of 
horse hut a hard worker (6) 

15 Stench may upset crew {flj 

17 Weeps about backward 
child - they do complain a 
lot (9) 

18 Blood ts up - no use goii 
crazy - it’s sexually 
bve (fl) 

19 Parry's table calculator (7) 

21 Staggered sound is added 

<s> 

23 Bit of exorcise (5) 

24 Not moving ye t (B) 

26 Stop working for aristocrat 
(5) 

Solution 9.530 



j ^ 

9 


~x n. ... 























































































































































































































































































































































Fresh selling pressure sees Footsie down 1.5% 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 

The recent period of relative 
calm that saw global markets. 
Including London regain some of 
their lost confidence was severely 
tested yesterday. 

A resumption of the slide in far 
eastern markets, specifically 
Hong Kong and Japan, plus 
increasing nervousness about the 
short-term course of domestic 
and US interest rates put UK 
stocks under severe downside 
pressure from the outset. 

There was worse to come later 
in the session when Wall Street 


came in sharply lower at the 
start of its trading day. similarly 
unsettled by the prospect of a 
rise in US interest rates alter the 
regular deliberations by the US 
Federal Reserve’s open market 
committee meeting in Washing- 
ton yesterday. 

Chartists, already in defensive 
mood, adopted an even more 
bearish stance. “The FTSE 100 
index pattern is now looking very 
vulnerable and a setback to the 
4,200 to 4.400 area short-term still 
looks possible; US equity indices 
also look very bearish," said 
Richard Lake of Brewln Dolphin 
Bell La wile, the stockbroker. 

On the domestic front, London 
also had to cope with a series of 


economic news items, indnding 
the October unemployment 
report and average earnings 
details for September as well as 
the Bank of England's quarterly 
inflation report 

Dealers said the fall In unem- 
ployment, down 9,500 compared 
with forecasts of a 30.000 drop 
plus the 425 per cent Increase in 
underlying average earnings, 
against forecasts of a 45 per cent 
rise, should have been supportive 
of the market 

The bank's inflation report, on 
the other hand, did little to wim 
the nerves of those who expect 
the Monetary Policy Committee 
to recommend another increase 
in UK rates in the not too distant 


future. It warned that the risks 
on infla tion “are on the upside", 
additionally noting the pace of 
domestic demand and strong 
growth in UK gross domestic 
product 

Sterling's response to the Bank 
report was to move higher, the 
Bank of England's sterling 
exchange rate index pushing up 
0.4 to 1042- 

The FTSE 100 managed to fin- 
ish above the 4,700 level, ending a 
day of extreme weakness a net 
73.3. or 1.5 per cent, lower at 
4,720.4. having fallen to a session 
low of 4,680.4 - down 1132. 

The smaller indices also had to 
cope with waves of selling pres- 
sure which left the FTSE 250 545, 


or 42 per cent off at 4285.7 and' 
the FTSE' SmallCap 172, or just 
short of one per cost down at 

9 9Q9.S 

Despite the wholesale retreat 
by the leaders, there was a hand- 
fill of gainers in the Footsie. Use 
water stocks, always well to the 
fore in weak markets, because of 
their defensive qualities provided 
two of- the best individual per-' 
formas in the 100 Index In Sev- 
ern Trent and Thames Water. 

HSBC, which as recently as 
August was the UK’s biggest cap- 
italised company, wrath in excess 
of £55bn, saw its shares continue 
their headlong slide. 

Turnover in equities reached 
710m by the 6pm cut-off. 


FTSCA Mlwrw'W?*- 

'•ajpo ' 'Ey:.' ~ . ::v j —? — 

-••*3 — V— 

. aai-M i '- -- yl 

- g^Z9Q. 


buncos and rages 

FTSE 100 4720.4 -732 

FTSezSO 45841 -M-J 

ptsE 350 2288.0 -»•? 

FTSE Aft-Share 224328 

FTSE All-Share yield 345 3.41 

Bast performing sectors 

1 Water . — ., 

2 Tobacco -Hf* 

3 Electricity +0-2 

4 Utilities — 1 -0-! 

5 Breweries: Pubs &. Rest -0~ 


Equity *bars* 

' — n^SSSTf- 



o* 3091.1 

FTSE Non-RnsPte .J&’J 

FTSEIOOFut Dec 47540 

lOyrfflltytekl 8™ 

Long gift# equity )** ralto 1SM 

Worst perfonnlnff saetors 

1 insurance — " 

2 Banks: Retail — — 

3 Pharmaceuticals 

4 DhWSiR* 1 Inds 

5 investment Tsts 


Merrill 

boosts 

Steel 


By Martin Brice, Peter John, 
Joel KIbazo and Anthony 
Reuben 

British Steel broke its 
long-standing link with 
movements in sterling, 
strongly outperforming the 
market after positive com- 
ments on the stock and a 
change in recommendation 
by Merrill Lynch. 

The US stockbroker 
expects a big restructuring 
to be announced on Monday. 
British Steel shares edged up 
a penny to i48V*p. 

There is talk in the market 
that as many as a quarter of 
the company's 40,000 UK 
workforce may be involved 
in the restructuring, that 
could cost up to £150m- 

The stock, one of the most 
highly geared in the Footsie 
to sterling swings, has see- 
sawed recently as move- 
ments in the pound have 
taken their toll. 

The company is affected 
because the value of over- 
seas earnings diminish as 
they are translated into a 
stronger pound, and its sales 
fall as domestic customers 
suffer currency effects. 

Paul Compton at Merrills 
Shifted his stance from “neu- 
tral" to "accumulate” in 
anticipation of stronger- 
than-expected interim 
results due on Monday, cou- 
pled with the expected 
restructuring programme. 


He said: “By international 
comparison the val nation 
criteria now look attractive.'' 
He bases his expectations of 
good interim results on the 

strength of European steel 
markets, which has made 
other producers reluctant to 
attack the UK market. 

Commercial Union tum- 
bled 55 to 745p, the worst 
percentage performance 
among the blue chips, as 
exposure to a failing market 
was compounded by sharp 
falls in net asset values. 

Analysts were shocked by 
the latest asset valuation 
data which reflected a £350m 
decline from the end of Sep- 
tember when the NAV was 
614p a share. 

Merrill Lynch said the 
shares were yesterday trad- 
ing at a 31 per cent premium 
to NAV compared with 15-20 
per cent at the start of the 
year. It has adjusted its end 
of year NAV forecast to 579p 
from 625p and believes the 
shares are more fairly val- 
ued south of 7D0p. 

Speculative froth 

And the speculative froth, 
which has enabled the sector 
to resist the market slide 
over the past few weeks, is 
beginning to disappear. 

Finally, nine-month fig- 
ures were in line with fore- 
casts but there were some 
disappointing domestic prop- 
erty results which, taken in 
conjunction with patchy 
data from Royal & Sun Alli- 
ance and General Accident, 
suggested to analysts that 
the UK insurance climate is 
deteriorating. 

CU also said it was taking 
a £15m hit from the Boots 
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fire in Nottingham. Royal & 
Sun fell 24 to 523p and Gen- 
Acc 27 to 945p. 

Defensive domestic plays 
moved to the foreground as 
concerns about continuing 
sterling strength remained 
despite a conciliatory infla- 
tion report from the Bank of 
England. British Energy was 
the best performer of Lon- 
don’s leading 350 stocks with 
the company's defensive 
qualities enhanced by strong 
first-half figures. 

The company delivered a 
£4m profit before exception- 
als against a £53m loss last 
time and expectations for a 
loss of £22m to £7.4m. It also 
announced a joint venture 
with Southern Electric, 
which eased 2 to 454p. 

Water stocks, which are 
not significantly exposed to 
overseas earnings, were high 
in the list of Footsie risers. 
Severn Trent improved 16 % 
to 878p and Thames 


advanced 21% to 878 ’/i. 

Former building societies 
fell as a sell note from ABN 
Amro Hoare Govett 
impacted in the market 

However, Northern Rock, 
for which Hoare acts as bro- 
ker. remained comparatively 
firm. Hoare said it remained 
a buyer and Northern shares 
outperformed the market 
slipping only 3 to 479p. 

Abbey National and Hali- 
fax sharply underperformed 
a falling market with slides 
Of 46 to 932p and 22 to 666p. 
Woolwich was down more 
than 3 per cent in early trad- 
ing but rallied to close 314 off 
at 287Vip. 

Shares in Care First 
Group rose 12 to 153%P as 
the nursing home operator 
rejected an unsolicited 
£241m bid for it from BUPA, 
the medical Insurance group. 
Care First says the I50p-per- 
share bid failed to recognise 
the value of the company 


FT 30 INDEX 

Mw 12 Nov 11 Nov 10 Nov 7 NcweVrapo 'mpti ’Low 

FT 30 3091.1 3137.1 3135.1 3106a 3162-5 2765.5 34303 2608a 

Ord. dh>. yMd 3.67 357 3.62 364 3.57 4.08 4^2 3-29 

P/E ratio net 20.01 20^8 2033 2020 2056 1091 2X33 15.80 

P/E ratio nil - 1S.74 20.30 20.06 19S2 20.30 1U75 2202 15.71 

FT Mahca c a nJMkn Hgft 34303 1ST] 0*7: b> 26rtW4a Bom DM 1/ffK. 

FT 30 bouriy changes 

Open 800 IOjOO 11J0 1200 13JM 1400 1500 1600 High Lew 
3137a 3101.7 30885 30780 30840 3063.1 3077.1 30874 30840 31370 30700 
Nor 12 Nov 11 Now 10 Now7 NweVrago 

SEAO bargains 49.848 40^96 46.050 53.735 42£75 33.665 

Equity tumower (Oiflt - 2125J 2751 26160 25930 11240 

Equity Uamaiia» ( - 35,127 38062 41.175 36087 22012 

Shares traded (m^t - 6260 6000 732.0 757.7 4938 

tEMGfcMflng I n wwd at and ou m e umw but Induhng Craal oanauar. 

C FTSE intomaOonaJ United 1997. M rtgna marusd. for 1997. 


1 London marlnei data 

Rises and taM* SZ Week Ughs and lows LITE Equity apdons 

Total nses 230 Total Highs 28 Total contracts 32.753 

Total Fate 1015 Total Lows 194 Gate 11,780 

Same 1008 Puts 20073 

No* 12 *Data based on Equity shares listed an the London Share Service. 
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and claimed there has been 
interest from other compa- 
nies. 

The bid will be helped by 
hints of investor dissatisfac- 
tion with management, only 
three months after the 
boardroom squabbling that 
led to the resignation of 
chief executive Chai PateL 

Etam, the fashion chain, 
accepted a takeover offer 
from its French namesake, 
Etam Developpement. which 
values it at £S3m. The acqui- 
sition brings together two 
separate cnwpnn'n»a with the 
same name, both set up by 
tile T.imipniann family In the 
1920s. The British group's 
shares rose 13% to 133%p. 

Innovative Technologies 
had a good day, its shares up 
6% to H8.5p following, the 
announcement of a tie-up 
with the US wound care spe- 
cialists Derma Sciences. The 
medical polymers group 
reached three agreements to 
supply wound care products 
to be marketed in the US. 

Smiths Industries, which 
spent much of the day in the 
doldrums with the rest of 
the engineering exporters, 
ended the da y the best per- 
former in the ETSE 100. The 
advance of 32 to 862p was 
made in a sudden move just 
before the close, although 
volume in the stock was a 
meagre 296,000 shares. 

At the close the bld/afler 
spread shown on the screens 
was 814p-860p, with the bid 
of 8l4p for just 1.000 shares. 
Volatility has become a fea- 
ture of some FTSE 100 
stocks when the bid/offer 
spread is wide. 

Other stocks ended the 
day less fortunate as the 
pound strengthened. Wil- 
. Items' Holdings, which has 
90 per cent of its sales over- 
seas. was one of the worst 
FTSE 100 performers, falling 
21 to 340p. 

Vickers was bottom of the 
FTSE 250 performance table 
as the bid premium dissi- 
pated after Mayflower Cor- 
poration said it had dropped 


the idea of bidding. Vickers 
was off 18 at 235%p. 

Not even the publication 
of bumper Interim profits 
from Cable & Wireless could 

shield the stock from the 
overnight falls in Hong 
Kong. Shares in the UK 
group which holds a 54 per 
cent stake in Hongkong Tele- 
com dosed 7 off at 478p. 

Bobby Phillips at NatWest 
Securities appreciated the 
figures but said; “The only 
key negative is the on-going 
volatility of the Hong Kong 
market.” 

Courtaulds dropped 9 to 
285p. Goldman Sachs 
reduced its current-year 
earnings forecast by 5 per 
cent to Z3.7p a share ahead 
of interim figures next 
Wednesday. 
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WORLD STOCK MARKETS 


FINANCIAL TIMES 


Japan woes add to US rate fears 



WORLD OVERVIEW 


Uncertainty over the 
immediate trend of US inter- 
est rates and a renewed out- 
break of worries about 
Japan's financial sectors 
made for a wobbly day all 
round, writes Jeffrey Brown. 

Talk of a rise for US 
money costs following the 
Federal Reserve open mar- 
ket committee meeting was 
the main reason for a slide 
of almost 4 per cent for Hong 
Kong equities which are 
dominated by interest rate- 
sensitive property and bank 
shares. 

Coupled with what many 
traders saw as an even more 
unsettling 2.7 per cent 


NBAs! 225 Average 
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decline for the Nikkei 225 
index, the Hong Kong sell-off 
made for an uneasy start in 
Europe. 

This appeared to have 
been verified by an opening 
drop of more than 90 points 


by the Dow on Wall Street 
At the close of the Euro- 
pean day, however, the Dow 
had pulled back much of its 
early downturn, and the 
focus had begun to shift 
back to Tokyo where shares 


readied their lowest level for 
two years In heavy turnover. 

With the Nikkei 225 ebbing 
further away from the 16,000 
level, the capital adequacy 
ratios of a number of Japa- 
nese banks are now though t 
to be under some threat 

The uncertain outlook was 
not helped by a late but 
unsubstantiated rumour In 
London that a Japanese 
securities house had gone 
under. 

As a result, the latest 
chapter in Europe's corpo- 
rate restr u ct u ring story was 

slightly overshadowed. 
Rumours yesterday that 
UAF-Axa was poised to enter 
the contest for Banque Brux- 
elles Lambert added extra 


Heavy 
selling 

created late on Tuesday 1 ’ j _ 

asLSsajs&E'; nits east 
! Europe 


spice to the takeover saga 


insurance giant TNG put in a 
$5.4bn bid for Belgian’s big- 
gest Hank- 

C o rp o rate integration is a 
“process that won't be 
stopped in its tracks by a 
market downturn'’, says 
UBS in a timely note on 
mega-mergers. 

The broker says Europe is 
entering something of a 
golden age of deal-making, 
driven by the shift from 
domestic to regional plan- 
ning, by growing cultural 
and political integration, the 
expansion of the single mar- 
ket and the approach of 
Emu. 


Dow volatile 
as Fed holds 
interest rates 


Volkswagen driven lower 
as Frankfurt weakens 


Fears of a rise in US interest 
rates prompted heavy sell- 
ing in eastern European 
markets, writes Jonathan 
Ford. Analysts said that 
investors ware cutting posi- 
tions, mindful that the out- 
come of the US Federal 
Reserve's meeting would not 
be known until after 
regional markets dosed. 

MOSCOW was among the 
hardest fait markets, falling 
9 per cent as foreign and 
local investors dumped 
shares. Dealers said that 
selling pressure -had 
extended to locals following 


ms &id« 


AMERICAS 


Volatility returned to Wall 
Street as the Dow Jones 
Industrial Average lost more 
than 80 points in the first 10 
minutes of trading before 
rallying, writes John Labate 
m New York. 

Weakness in Asian and 
European markets added to 
the stress on US equities, 
especially in the financial 
and technology sectors, in 
early trade. 

The Federal open market 
committee's decision not to 
change interest rates had 
little immediate effect on the 
Dow and it was down 63.60 
at 7,495.13 shortly after the 
announcement 

The broader Standard & 
Poor's 500 index slipped 9.03 
to 914.75. 

“We had a fairly decent 
rebound, and the selling 
□ever got very intense," said 
Bill Meehan, chief market 
analyst at Cantor Fitzgerald 
in Connecticut, referring to 
the early fells. 

“It’s encouraging that 
some of the technology 
stocks that have been weak 
have begun to firm a bit" 

The technology-weighted 
Nasdaq composite index was 
down 23.32 to 1,561.54 by 
early afternoon. 3Com. the 
networking firm, plunged 
more than 7 per cent or $2ft 
to $32ft on concerns over 
competition from Intel. 
Other networking stocks fell 


as the industry leader, Cisco 
Systems, lost $1K to $79%. 

US Treasury bonds were 
higher due to turmoil in 
Asian equity markets and 
while US stocks plunged, but 
then changed direction as 
Wall Street reco v ered from 
morning lows. 

By early afternoon, the 30- 
year Treasury bond had 
fallen ft at 99%. s ending the 
yield up to 6.148 per cent. 

The banking sector was 
hit by a swift sell-off after an 
analyst downgraded his rat- 
ings of Chase Manhattan, 
JP. Morgan and BankAmer- 
ica due to Asian weakness. 
Chase shares fell $2g to 
$109ft while JP. Morgan lost 
Sift to $112%. 

As ITT shareholders met 
in New York to vote on take- 
over plans from Hilton 
Hotels and Starwood Lodg- 
ing, all three stocks rose. 
Hilton’s shares gained to 
$31 and Starwood $lft to 
$56ft. ITT rose $% to $76%. 

Telecom stocks were 
mixed as WorldCom shares 
fefi $1 to $29“. while MCI 
shares lost $ft to $41 ft. 

TORONTO opened sharply 
lower as Aslan turmoil 
caused renewed market Jlt- 
ters. At midsesston, the TSE 
index was 61.02 lower at 
6,725.50. Volumes were not 
heavy, however, with dealers 
saying that investors were 
sitting on their hands 
because of the current vola- 
tility of the market. 


Sao Paulo drops 9.5% 


SAO PAULO tumbled 9.5 per 
cent in the morning as inves- 
tors fretted about volatility 
in Asia and early fells on 
Wall Street. The Bovespa 
index fell 824 to 7.887 in thin 
volume. 

MEXICO CITY was also 
weak after a burst of selling 
at the opening helped push 
the IPC index down 94.69 to 
4,432.40 at mid-session. 


Volumes remained low 
with dealers saying inves- 
tors -were still sidelined. 
Interest was focused on yes- 
terday's FOMC meeting 
although US rates were 
expected to hold steady. 

BUENOS AIRES fell 1.8 
per cent, with the market 
tracking regional develop- 
ments. The Merval index 
was 11.06 lower at 594 JL 


Volkswagen took another 
tumble in FRANKFURT, 
hurt by worries about its 
ill-fated share offering and 
market turmoil in Latin 
America. 

The carmaker’s shares lost 
DM44.80 to DM915 as it cut 
production in Brazil on 
expectations that the auster- 
ity measures announced on 
Monday by the government 
would hit sales. 

At the same Hwb, the com- 
pany declined to comment 
on a magazine report sug- 
gesting it was interested in 
buying the British luxury 
carmaker, Rolls-Royce. 

The other carmakers were 
also lower. BMW fell 
DM36.50 to DM1.166 as it 
insisted that its association 
with parts supplier May- 
flower would not be affected 
by a potential bid for Vick- 
ers in the UK Daimler-Benz 
eased 30pfg to DM111 as it 
continued to ride out safety 
concerns about its new 
A-class small car. 

The broad market was also 
weak and the Ibis-indicated 
Dax index finished 37.31 
lower at 3,697.48. 

Elsewhere, Puma was 
among the day’s best per- 
formers with a 90 pfe rise to 
DM42.80 on better-than- 
expected third-quarter fig- 
ures and an upgrade from 
Commerzbank. 

PARIS was trailing by 50 
points at one stage but pul- 
led back late in the day to 
end with the CAC 40 little 
changed at 2,696.60, down 
3.1L 

It was the first day of trad- 
ing under CAC 40 status for 
France Telecom and SGS 
Thomson, both of which 
have outperformed strongly 
recently. 

Telecom fell FFr2.60 to 
FFr209.80 in 3.9m shares 
traded and SGS came off 
FFr26.10 or 6.1 per cent to 
FFr399.90. 

Talk of a counterbid for 


Banque Bruxelles Lambert 
tended to overshadow UAP- 
Axa and the shares A dd ed 7 
centimes to FFr399.20. In 
contrast, Dexia, which like 
UAP has a stake in the Bel- 
gian bank, put on FFr19 or 
3.4 pa - cent to FFr58L 

Usinor. off FFZ3.25 to 
FFr87.65, was said to have 
been hit by sector switching 
with investors shifting into 
British Steel following an 
upgrade for the UK steel- 
maker by Merrill Lynch. 

Takeover speculation con- 
tinued to underpin Pernod 
Ricard which gained FFr22 
to FFr292£0 for a two ses- 
sion advance of more than 11 
per cent. Upbeat contract 
news lifted Cap Gemini 
FFr22 to FFr507. 

AMSTERDAM came off 
11.22 at 84452 on the AEX 
index ahead of tomorrow's 
options expiry. "Ranking arid 
insurance giant ING was the 
most active stock, trading 
6.6m shares and easing 80 
cents to FI 81 on news of the 
bid for Banque Bruxelles 
Lambert, which at $5.4hn is 
the biggest in Dutch corpo- 
rate history. 

Philips was said to be the 
subject of a downgrade by a 
leading US broker and the 
shares lost FI 8 or 5.4 per 
cent to FI 14030. Ahead of 
today’s results statement. 
Aegon eased FI 1.80 to 
FI 1S2JSQ. 

ZURICH remained an the 
slide but in very quiet trade, 
and the SMT index finished 
499 lower at 5,434.0. 

CS Group eased 50 cen- 
times to SFr205 after it am- 
firmed CSFBwas acquiring 
parts of BZW’s European 
equity, capital markets and 
corpor ate advisory business 
from Barclays Bank. 

Surveillance, the interna- 
tional inspections group, 
jumped SFr80 to SFr2,890, 
still supported by its recent 
share buyback programme. 

MADRID extended its run 
of losses to five trading days 
as the general index fen 5.52 


South Africa sinks 1.8% 


Johannesburg fell almost 1.8 
per cent in futures-led trade 
as derivatives players sold 
stock on concerns about a 
possible US rate increase 
and as Asian concerns resur- 
faced. 

The overall index lost 
I1S.6 to 6,540.9, depressed 
by industrials which were 


down 137.6 or Z.7 per cent at 
8,041.9. Golds sank 25 to a 
four-year low of 830.8 as the 
bullion price hovered 
around a 12-year low. 

Dealers said there was 
much arbitrage between the 
spot and futures markets, 
but the gap between the two 
narrowed towards the dose. 
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Nikkei falls 2.7% to two-year low 


ASIA PACIFIC 


Continued fears on the 
outlook for the Japanese 
economy' and the health of 
the financial sector sent 
TOKYO down sharply to a 
two-year low, writes Paul 
Abrahams. 

The yen’s continued depre- 
ciation also caused concern 
for international investors. 
In dollar terms the index has 
fallen 32_2 per cent from Its 
peak for the year in June. 

The Nikkei 225 index fell 
433.06 or 2.7 per cent to end 
at 15.434.17 after a high of 
15,864.04 and low Of L5 .359.44. 

The decline was broad- 
based and turnover heavy 
with 499m shares traded. 
Losing shares outpaced win- 
ners by 830 to 269 and 148 
were unchanged. 

The Topix index of all first 
section shares fell 24.59 
points or 2.01 per cent to 
close at 1,200 -36- The Nikkei 
300 dropped 5.33 or 2^3 per 
cent to close at 234.15. 

In London, the ISE/Nikkei 
50 Index fell 7.03 to 1.365^3. 

The slide was assisted by 
the continuing fall in the 
banking sector which 
dropped 2.8 per cent Fears 
that the so-called Japan pre- 
mium - the extra cost Japa- 
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Hang'Seng Max' 
17.000- 
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nese banks have to pay to 
raise funds overseas - would 
Increase their cost of capital 
weighed heavily. 

Sakura fell Y9 to Y421 and 
Bank of Tokyo-Mltsubishi 
dropped Y8Q to Y1,54Q. The 
banking sector has fallen 36 
per cent since January. 

The oil and coal sector was 
hit by the continuing fall in 
the yen, which has depreci- 
ated 12.7 per cent against the 
dollar since June. 

Japan's oil and coal indus- 
try Is obliged to Import all 
its raw materials, which are 
priced in dollars. Revenues 
are, of course, generated In 
yen. The sector has fallen 49 


per cent since June. Showa 
Shell dropped Y55 to Y778, 
Mitsubishi Oil Y26 to Y270, 
and Tonen Corporation Y43 
to Y847. The Osaka OSE 
index closed down 326 at 
16,426 on turnover of 15.6m 
shares. 

HONG KONG plunged 4 
per cent, still concerned 
about high interest rates, 
falling property prices and 
the continuing turmoil in 
regional markets. 

The Hang S eng index tum- 
bled to a day’s low of 9.5UX08 
before recovering some of Its 
losses to close 396.22 down 
on the day at 9,60791. Turn- 
over increased to HK$109bn. 
higher than Tuesday’s 
HK$8J2hn but lower than the 
recent daily average. 

SYDNEY moved lower in 
line with the broad trend 
across Asia. The All Ordi- 
naries index touched a ses- 
sion low of 2,500-9 before 
closing off 13.1 at 2,5109. 

Banks improved with NAB 
up 7 cents at AJ29.778 and 
ANZ 18 cents ahead at 
A$9.73. A near 20 per cent 
dividend Increase lifted 
Westpac 6 cents to AI8.74. 
Commonwealth eased 3 
cents to A$17.Q7 in spite of 
share buyback news. Among 
resources, BHP lost 45 cents 


to AS14.45. News Corp came 
off 13 cents to AI7.14 . 

KUALA LUMFUR closed 
lower, led by a sell-off in 
United Engineers, a widely- 
held blue-chip stock. 

Shares In the construction 
group fell 75 cents to MSS .55 
on rumours that it would 
acquire Putra, which is 
building Kuala Lumpur’s 
second light rail transit net- 
work. Analysts said the 
move was seen as unwel- 
come because it would 
increase United’s borrow- 
ings. The composite Index 
ended 8.00 Iowa* at 684.49. 

KARACHI lost 2^ per cent 
after a fetal ambush of four 
US citizens in the city raised 
fears that foreign, investors 
might stay away from the 
area for the forseeable 
future. The KSE-100 Index 
feD 43^6 to L823.14. 

BOMBAY lost 2.4 per cent 
on heavy selling by foreign 
funds and rupee weakness, 
in spite of central bank sup- 
port. The BSE-30 index lost 
90.22 to 3,633.18. 

SEOUL trimmed losses 
after a late rally led by local 
Investors, but the composite 
index still ended 4.62 lower 
at 517.49 on a mixture of 
interest rate concerns and 
foreign selling pressure. 


to 54L64. TelefOnica slipped 
Ptalio to Pta3,790 in spite of 
nine-month results in line 
with analysts’ forecasts. 

Dealers said doubts about 
its international alliance 
with BT and MCI were con- 
tinuing to weigh on the 
shares. 

Overseas earners were 
again out of favour, with 
Banco Bilbao Vizcaya down 
Pta55 at Pta3.690, and Banco 
Santander Ptal20 at PtaSJBO. 

ISTANBUL extended early 
losses to close 4 per cent 
lower on a wave of selling 
prompted by worries over 
tenders to privatise the 
power distribution networks. 
The TMKB National 100 
index lost 117 to 2£01. 

The selling was driven by 
a report that legal chal- 
lenges could delay the 
sell-off of 25 power distribu- 
tion grids. 

ATHENS finished a vola- 
tile session marginally lower 
as easing money market 
rates brought renewed 
demand which wiped out 
heavy early losses in bank- 
ing and other heavyweight 
listings. 

The general index recov- 
ered from a low of 1,329.48 to 
close 396 weaker at L37390. 

Written and edited by Michael 
Morgan, Jeffrey Brawn, Jona- 
than Ford and Peter Hal 
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the central bank's interest 
rate rise this week. The RTS 
index closed 35.68 lower at 
350.01. Some analysts identi- 
fied local banks as the 
source of renewed selling 
pressure. “Russian banks 
have been the biggest buy- 
ers of equities since July 
and now that sentiment has 
turned, they are looking to 
get out," said one. 

BUDAPEST feD 7.7 per 
cent as local sentiment 
turned bearish. The Bnx 
index ended down 53395 at 
697296. 

AH but one of the index 
shares ended lower. Blue 
chips fared worse than the 
market as a whole, losing 10 
per cent. 

TALLINN bounced 10 per 
cent higher, recovering 
almost half the ground lost 
in Monday’s 19 per cent falL 
The general index ended 
23.73 higher at 24&2. 


emerging MARKET focus 

Kenyans look 
to elections 


News that Kenya is to hold 
presidential and general 
elections at the end of 
December will turn the 
spotlight on the country's 
stock market as a turbulent 
year draws to a dose. 

Last month the Nairobi 
Stock Exchange, one of the 
oldest on the continent, fell 
69 per cent In dollar terms. 
Dealers attributed the 
decline to the to per cent 
fell in one of the country’s 
biggest financial institu- 
tions, Kenya Commercial 
Bank, after the government 
sold it was to divest itself 
of another 25 per cent of its 
holding in the group. 

profit-taking in agricul- 
tural and cement stocks 
also played a part in the 
decline. However, analysts 
are keen to point out that 
the folia on markets in the 
region were nothing like 
those recorded in other 
emerging markets in the 
recent sell-off in world 
stock markets. 

Things were different at 

the start of the year when a 
drought cast a shadow over 
the Nairobi market and its 
large number of agricul- 
ture-related issues. 

Politically-related vio- 
lence was at first believed 
to be of little consequence 
but its escalation in tourist 
areas such as the coastal 
city of Mombasa has not 
only driven away tourists 
but has also put off some 
overseas investors. 

Moreover, at the end of 
July, the International 
Monetary Fund suspended 
a $220m loan to Kenya, cit- 
ing widespread corruption 
mismanagement. The 
local currency, the shilling, 
responded by felling 18 per 
cent It stabilised in Sep- 
tember but fell again on 
Monday in reaction to the 
dissolution of parliament 
ahead of the elections. 

Analysts say the fell in 
the aMiiing has encouraged 
selective buying of stocks, 
but much of that is expec- 
ted to dry up in what is 
normally a quiet period- 
ahead of the corporate 
reporting season. 
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In addition, uncertalnity 
about the conduct or the 
election remains, and ana- 
lysts say an election 
marred by violence will not 
only drive investors further 
away but will ensure that 
uncertainty continues to 
overhang the little trading 
activity that continues. 

John Mirage, managing 
director of Shah. Munge & 
Partners, the stock brokers, 
says: “What business wants 
to see emerge from this 
election is a government of 
inclusion, a government 
that reaches out to the 
opposition." 

With the election over, 
many are predicting a bum* 
per 1998 for the Nairobi 
exchange. Inflation has 
fallen to about 9 per cent 
and interest rates are 
expected to fall from 27 per 
cent to 20 per cent. This, 
analysts predict, should 
trigger a switch from trea- 
sury bills into equities. 

Christopher Hartland 
Peel, Africa markets ana- 
lyst at Standard Bonk Lon- 
don, is a bull of the market 
Looking ahead to next 
year, he says: “Konya will 
revert to its normal day-to- 
day activities. I expect to 
see corporate earnings 
increasing by 25 per cent in 
real terms, lower interest 
rotes, normal rainfall con- 
ditions in the first half, 
improved confidence in the 
corporate sector and 
increased tourist arrivals." 

Joel Kibazo 
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Countries worldwide are eager to cash in on 
the strong demand for satellite launchers. 
Michael Skap inker reports 
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W hen the 5 

rocket blasted off 
successfully frpjn 
French ' Guiana last month, 
the hopes of Europe's space 
executives soared with it 
Arianespace, the French- 
based consortium which 
built the rocket, has had an 
uncomfortable time since 
the spectacular explosion of 
the first Ariane 5 rocket 
shortly after take-off in June 
1906. 

Arianespace, which con- 
trols over half the world’s 
commercial satellite launch- 
ing industry, now has high 
hopes of continuing to donri- 
nate the business.. 

But there is, at present, 
plenty of work far its . cant 
petrtprs too. The growth, of 
digital television and. radio, 
mobile communications, the 
internet and multimedia has 
led to a rush -to launch new 
satellites. 

Countries in the develop- 
ing world see satellite tech- 
nology as a way of providing 
their citizens with modern 
telephone systems without 
having to incur the ay penae 
of laying lines across vast 
areas. The aviation industry 
is increasingly turning to 
satellites to guide aircraft, 
lessening their dependence 
on ground-based radar 
systems. 

"The market is at an 
all-time high.” says Ste- 
phans Ghenard, a senior con- 
sultant at Eurocansult, the 
Paris^based space specialists. 
Mr Chenard says that' in 
addition to the arrival of ' 
new television and fptephnnp 
technologies, many existing 
satellites, which were 
launched 12 to 15 years ago, 
now, need to be replaced. 

Demand for satellite 
launching services has also 
outstripped supply, Mr Ghen- 


ard'says, because “the pace 
of innovation in- the launch 
industry has been slow". 

If Ariane. 5, which dan 
launch bigger satellites than 
its predecessor Ariane 4, is 
successful hi the long term, 
this win quicken the pace of 
innovation in the space busi- 
ness. - 

Patrick RodLafo vice-presi- 
dent of Sales awl nkarVgrtry 
" at Arfemespace, says the cop- 
aorttom expects to sign 19 
satellite launch contracts 
this year - about the sa™V> 
number as last year. Tins 
compares with 15 contracts' a 
year in the mid-1990s. . . 

Mr Rudloff expects the 
total number of contracts 
signed this year . by all 
launch' operators to be 30 - 
giving Ariatiespacie a world- 
wide market share of over 60 
percent - 

Arianespace’ s rivals are 
also enjoying an increase in 
Miwnwi^al -space bXJStnCSS. 

Tom Parkinson, ■. bead of 
business development at the 
expendable launch systems 
division of Boeing of the US 
says: “We've seen tbe mar- 
ket almost double between 
1993 and 1997-&” - : 

Boeing,' which earlier this 
year took over McDonnell 
Douses ;to become, the 
world’s biggest aerospace 
and defence group, bas a 
substantial space presence 
and -is Nasa’s. leading con- 
tractor. 

■ It httflt the first 40 global 
positioning satellites, which 
are increasingly being, used 
as a? aid to navigation. lt is 
also. scheduled to build 33 
next-generation global pom-. 
♦Wring satellites. 

Boeing's Delta family of 
rockets has launched more 
than 200 payloads since I960. 
The new gemmation Delta 
rocket is scheduled for il 


first launch next year. 

Boeing is also attempting 
to harness the space exper- 
tise of companies in the for- 
- mer Soviet Union. Once Cold 
War adversaries of tbe US, 
companies from Russia and 
the former Soviet Union are 
: -looking for joint venture 
partners in the west 

Mr Chenard says: “The 
Russians have excellent 
rockets, but hot much expe- 
rience of tiie marketplace.” 

• Boeing heeds a project 
called Sea ‘Launch, which is 
a joint' vent u re with Kvaer- 
ner, the Norwegian ship- 
builder. RSC Energ&of Rus- 
sia and NPO-Tuzhnoye, a 
racket manufacturer from 
Ukraine.; •* 

.'Sea Launch will launch 
satellites from an ocean- 
based meddle pl atfo rm. The 
venture already has con- 
tracts to launch 18 satellites, 
with, the - first launch due to 
take place in October next 

year- ‘ 

Boeing’s large US competi- 
tor, Lockheed Martin, manu- 
facturer of the Atlas rocket, 
has a joint venture with BBC 
Energia and with Kxunichev, 
also of Russia. 

China and India .are 
increasingly competitors to 
the western and former 
Soviet Union operators. 
China is the better estab- 
lished, with its Long March 
rocket. 

. After several failures in 
the past two years, China 
h*g this year bud two suc- 
cessful launches. Mr Chen- 
ard says: “The reorganisa- 
tion of the Chinese space 
industry seems fairly 
intense. Their rockets work 
ami they are giving clear sig- 
nals that they want to be 
competitors in the long run." 

Analysts say that India' 
has more work to do if it is 
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Blast-off: Ariane 5 bunches successfully tram Ranch Guiana, eas i n g doubts over the rocket’s reiabSty 


to establish a credible posi- 
tion in foe space business. In 
September, the country 
showed its potential when 
its Polar Satellite Launch 
Vehicle blasted off from a 
site in southern India. 

There were some difficul- 
ties with the satellite 
launched by the rocket The , 
satellite did not reach its 
scheduled orbit, although 
this has now been corrected. 


India also had to abandon a 
telecommunications satellite 
launched by Ariane. The 
space industry will be 
locking to India for a series 
of successful launches to 
demonstrate that it bas the 
potential to be a long-term 
.competitor. 

Projects which will keep 
the space launch industry 
busy well into the next cen- 
tury have meanwhile contin- 


ued to emerge from joint 
venture groupings. 

Several consortia are rac- 
ing to establish satellite net- 
works which can provide 
worldwide communications 
systems for telephones and 
computers. This would mean 
mobile telephone users being 
able to call anywhere in the 
world. : 

The leading contender so 
for is Iridium, .a. consortium 


Photo: (teuton 

led by Motorola of the US. 
Iridium has so far launched 
over half of its planned 66 
low-orbit satellites, using 
Boeing Delta n rockets and 
Krnnichev’fe Protons. ICO. a 
subsidiary I of Inmarsat foe 
interaatiopal communica- 
tions or ganisation, and Glob- 
alStar. led- by Loral of the 
US, plan competing satellite 
networks. 

Boeing’s Mr .Parkinson. 


Production Editor: 

Ian MacDonald 

says demand for these new 
satellite systems does not 
come from the richest econo- 
mies. “It’s in the developing 
countries that they're 
needed. There’s no way that 
these satellite systems can 
compete in densely popu- 
lated areas like Los Angeles 
and London,” he says. 

One of the most innova- 
tive projects announced so 
far is Teledesic, backed by 
Bill Gates, chairman of soft- 
ware giant Microsoft, Craig 
McCaw, the telecommunica- 
tions entrepreneur, and Boe- 
ing. Teledesic plans 300 low- 
orbit satellites, an "internet 
of foe sky" which will make 
possible the low-cost quick 
transfer of data around the 
world. 

Industry executives and 
analysts warn, however, that 
while some of these projects 
will come to fruition, others 
will not The space industry 
cannot dissociate itself from 
the economic cycle. When 
business turns down else- 
where. foe space industry 
will suffer too, however 
exciting some of foe projects 
being discussed might be. 

Mr Parkinson says: "A 
downturn will have some 
impact because it will affect 
the availability of capital. 
These systems require capi- 
tal from the markets. If 
people are concerned about 
the economy, it will have 
some effect” ; 

He insists, however, that 
there is no immediate cause 
for concern. The hunger for 
better communications is 
intense, Mr Parkinson says. 
“The more communication 
we receive, it seems, the 
more we.want."... .... 
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FINANCING • by Tracy Com'gan in New York 


High-yield investors settle in the orbit 


Financiers' attitudes 
towards space are 
being changed by 
maturing technology 

The business of satellite financing has 
taken all. Only a few years ago the 
only way to get financing for satellite 
projects was from government sources 
or through a direct corporate 
Investment. Then a few equity deals 
began to trickle out. And in 1993. 
Panamsat launched a two-tranche bond 
issue totalling $430m, opening the way 
for bond financing s. 

Since 1996 the market has been 
booming and satellite financings have 
become a frequent feature of the 
high-yield - or “junk" - bond market. 

"It has become much more easy to 
finance these deals in the public 
market,” says Steve Perriman, co-head 
of Bear Steams' satellite team. 

The attitudes of high-yield investors 
has changed markedly in the last few 
years. In the summer of 1995 two big 
satellite companies. Globalstar and 


Iridium, tried to raise funds in the 
higb-yield market Both deals failed. 

"High-yield investors were not ready 
or comfortable with the risk,” says Les 
Levi, media and telecoms analyst at 
Chase Securities' high yield research 
group. In the last year or so both have 
gone on to raise financings of $ibn or 
more. "Investors have become a lot 
more sophisticated about satellite 
technology," according to Mr Levi. 

A number of circumstances have 
combined to produce this change. One 
element Is that the technology behind 
satellites has matured. “The 
technology has got to a point where it 
has become more predictable," says 
Dwight SippreDe. head of high-yield at 
Morgan Stanley. "There are hundreds, 
if not thousands, of satellites in orbit" 

Because satellite companies these 
days are no longer right at the cutting 
edge of technology, specialists say, it 
has become easier for them to put 
together a credible business plan, 
projecting revenues several years 
ahead. "[Investors] can make a 
judgment about a business plan and 
feel confident about projections," says 


Mr SippreHe. More specifically, the risk 
associated with satellite launches has 
been reduced. 

“The industry has become more 
efficient,” says Chase's Mr Levi. “There 
is a greater sense of surety that 
launches will succeed-* 1 First, the 
success rate for satellite launches is 
now In the 90th percentile, according to 
specialists; furthermore, launch 
insurance has become available, 
providing protection from the 
occasional disaster. 

The second element which has 
favoured the development of a market 
for satellite financings is the positive 
environment in t>»p broader financial 
markets. Strong bond market 
conditions have caused yields to fall, 
leaving investors keener than ever to 
buy high-yielding paper. But, at the 
same time, traditional high-yield paper 
from basic manufacturing companies 
has been in short supply. This is 
because American companies are 
currently highly profitable and are 
tending to repay debt rather than raise 

new firtanwrig R 

Furthermore, the high-yield market 


of the 1980s was largely the result of 
the leveraged buy-out CLBO) frenzy of 
those years. These days, only a small 
proportion of high-yield band issues, 
rather than the vast majority, ere LBO 
financings. Any lower-grade companies 
which may seek financing can find 
extremely competitive rates in the 
syndicated loans market, since banks 
are competing fiercely to lend at 
increasingly tight spreads. 

The result is that the financing of 
satellites has proved to be an 
opportunity for investors as well as far 
borrowers. The experience of investors 
to date has provided a further 
incentive to take part is the market. 

Panamsat, which helped kick-start 
the market in 1993 and returned to the 
market in 1995, is now owned by 
Hughes, an arm of General Motors. Its 
yield spread relative to DS Treasuries 
has tightened by more than 500 basis 
points. A similar story is that of Orion, 
which failed to come to •mar k** in 1996, 
raised $750m in January 1997, and 
recently agreed to be bought by LoraL 

These sort of credit improvements, 
comparable with the big leaps made by 


emerg in g market debt at the start of 
the decade, have attracted new inves- 
tors to the field. "Investor experience 
has been exceptionally good,” says Mr 
Levi. "The equity performance has 
hppn phenomenally successful, and the 
hi g h-yi eld mar ket has done very well.” 

This type of experience has also 
caught the attention of the big banks, 
which once were not interested in fin- 
ancing such risky business but these 
days are competing to win a slice of the 
business. 

There is a danger, though, that in 
their quest for yield investors will be 
temp ted to pay too little attention to 
risk, in particular the specific risks sur- 
rounding different situations and busi- 
ness plans. 

While some transactions are for 
established satellite businesses for the 
liicww of Panamsat, which relay signals, 
others are for companies which do not 
have an established market Globalstar 
and Iri dium have both raised sizeahle 
financings. Their target market is the 
global hand-held wireless phone busi- 
ness, a market which does not yet 
exist 


-Iridium is paying a 
oer cent a vear away from k 0 ®**® 
ESested market" noted one specUjbt 
As the practice of 
warrants to ^ 

some participants feel that investors 
„-tSi equity risk on a debt 
SStnrawnt". The ***** could be 

vulnerable to disappouitments. Mr 
parriman admits that it s not a 
Window that closes slightly; it slams 

^Rut for the moment at least, 
analysts agree that fundamentals 
3 strong and the risks ore under 
control, provided investors look cjjsely 
at the individual business plans of the 

companies concerned. 

Meanwhile, the market is expanding 
rapidly. Analysts expect that by J^ 
roll of December there will have been 
close to S8bn in debt financings this 
year. “My sense is that there are still 
ouite a few satellite projects below 
tLse " sal's Mr Levi, citing big projects 

such as Teledesic, a Joint mature 
between Craig McCaw and Microsoft* 
BUI Gates. According to ^nalysteUiat 
record could well be toppled in 1998. 
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TELECOMMUNICATIONS* by Alan Cane 


Satellite phones 
prove their worth 


Just three areas of 
service may 
generate revenues 
of $35bn annually 
by 2005 

The last word in satellite 
communication proved its 
worth In the harsh condi- 
tions of the Beijing-Paris 
Motor Challenge, which 
ended last month. 

The 10,300-mile event 
aimed to reproduce the spirit 
of the original one In 1907; 
cars had to be more than 30 
years old but modem gad- 
getry was allowed. The only 
all-women team taking part, 
Francesca Sternberg and 
Jennifer Gillies, used a 
Mohiq satellite phone »*■ 
about the size of a notebook 
computer - to keep in touch 
with their m echanic in the 
UK, whose advice was 


invaluable in ensuring their 
car reached the finish line. 

Backed by British Tele- 
communications and Te Lenar 
of Norway, the Mobiq costs 
$3,850. Wi th in a few years, 
however, satellite phones 
will be the same size as 
today's cellular phones and 
cost about the same. 

Motorola, the US high- 
technology group and a 
leader in the satellite phone 
business, shook the space 
industry last month with 
news of plans to launch at 
least 500 communications 
satellites between 2000 and 
2010. 

The scale of its ambitions 
- and those of collabor a tors 
and competitors such as Boe- 
ing. Sprint and Teledesic - 
indicate the importance of 
satellite services in tomor- 
row's communications 
world. 

Huge demand for satellite 


transmission already exists, 
with the emphasis on resi- 
dential television. Some 30m 
homes worldwide were capa- 
ble in 1995 of receiving tele- 
vision signals from satellites. 

Satellite systems are 
expected to be in strong 
demand for three specific 
markets: global mobile voice; 
rural conventional telephone 
services; and International 
broadband data transmis- 
sion. Forrester Research, the 
US consultancy, reckons sat- 
ellite services in these areas 
will be generating revenues 
of $35bn a year by 2005. 

Global mobile voice and 
data has. until now. 
attracted the most attention. 
A clutch of consortia are rac- 
ing to offer the first voice 
services to hand-held mobile 
phones anywhere on Earth. 

Conventional mobile ser- 
vices tend to cover only the 
more densely populated 



On land, saa and ki the air, sate P to phonos are coming down in size, now to the equivalent of a laptop computer 


parts of the globe. Sparsely 
populated areas of the globe 
do not merit the cost of 
building a network of base 
stations. 

Global Mobile Personal 
Communications by Satellite 
(GMPCS), to use the phrase 
coined by the International 
Telecommunication Union, 
is expected to allow "seam- 
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less global mobile fax. mess- 
aging, data and two-way 
voice and broadband multi- 
media on mtmn, hand-held 
phone sets, computer- 
mounted terminals and lap- 
top computers”. 

A crucial agreement 
signed at the FTO cm July 18 
this year has paved the way 
for worldwide co-operation 
enabling GMPCS systems to 
be introduced quickly. There 
had been serious worries 
about loss of revenue by 
developing countries which 
saw the satellite systems 
bypassing their Earth-bound 
networks. 

The leader in the GMPCS 
race is Iridium, a consortium 
led by Motorola. It is devel- 


oping a network of 66 low-or- 
bit satellites with the open- 
ing of a commercial service 
set for late 1998. Edward 
Staiano, its chief executive, 
noted at the publication of 
the group's third-quarter 
results this year. “In addi- 
tion to 12 Iridium satellites 
launched in the second quar- 
ter of the year, another 22 
satellites were launched in 
the third quarter aboard 
three Boeing Delta H rockets 
and one Krunichev Enter- 
prise Proton rocket. A total 
of 34 satellites, car over half 
the planned network of 66, 
have now been successfully 
launched. Three additional 
launches are planned for 
1997." 


Iridium’s competition 
includes ICO. a subsidiary of 
Inmarsat, the pioneer in sat- 
ellites telecommunications, 
and Globalstar. led by Loral 
of the US. Odyssey, another 
US-based consortium, has 
been busy securing patents 
on aspects of its satellite 
technology but has yet to 
begin satellite construction. 

- There is intense interest in 
Teledesic, a company backed 
by the US cellular pioneer 
Craig McCaw and by Bill 
Gates, chairman of Micro- 
soft. Teledesic is one of a 
number of consortia plan- 
ning to offer a broadband 
data service from satellites 
in low earth orbit (Leo). 
Another group of Leo opera- 


tors - little Leos - plan pag- 
ing and similar messaging 
services. 

In Europe, there Is accel- 
erating growth in very small 
aperture terminal (VSAT) 
communications. Hindered 
by regulations and worries 
about the reliability of satel- 
lite technology. European 
use of VSAT technology - 
which gives high-quality 
voice and data communica- 
tions between a company's 
various sites - has lagged 
well behind the US. 

Forrester Research, how- 
ever, argues that satellite 
systems are set to take a 
back seat for conventional 
telecoms transmissions. It 
points out that while at one 
time satellite carriage or 
international voice tele- 
phone calls made sound eco- 
nomic sense, other technolo- 
gies - specifically fibre optic 
cable - have become more 
appealing. 

Forrester quotes an exec- 
utive with a petroleum refin- 
ing company: “From now on. 
we will look at alternatives 
like frame relay and virtual 
networks. Satellites were the 
best choice in the past but 
they are a fixed resource 
with limited flexibility." 

Fibre cabling, which com- 
bines huge transmission 
capacity with the ability to 
support advanced network- 
ing technologies such as 
frame relay or asynchronous 
transfer mode, is likely to 
claim the lion’s share erf con- 
ventional telecoms traffic in 
future. 


TELEVISION IN EUROPE • by Christopher Price 


The digital revolution 


Hundreds of new 
channels in 
Europe alone will 
boost an already 
buoyant market 

Satellite operators are set to 
experience a sharp increase 
in their services as literally 
hundreds of new European 
television channels emerge 
over the next few years. 

CTT Research says opera- 
tors’ revenues are expected 
to rise from $5J2bn in 1995 to 
$10.7bn in 2005. While data 
and telecommunications ser- 
vices are expected to show 
firm growth, television will 
be the main driver to greater 
use of satellite, accounting 
for more than 90 per cent of 
total revenues. 

This forecast of rapid 
growth in the number and 
usage of television channels 
comes against an already 
buoyant market place. In the 
past 10 years the n umb er of 
television channels in west- 
ern Europe has risen from 48 
to 265, broadcast in 24 differ- 
ent languages to 120m house- 
holds. 

The key to the imminent 
revolution is the digitalisa- 
tion of the television market 
Digital technology allows 
signals to be compressed - 
sometimes by much as ten- 
fold - giving a greater num- 
ber and scope for s i gnals to 
be transmitted. 

Neil B lackle y, media ana- 
lyst at Merrill Lynch, the 
US-owned Investment bank, 
says the digital develop- 
ments win speed the arrival 
of one of the key drivers to 
growth, pay per view (PPV) 

television. 

In the UK. the first signs 
of this are beginning to be 
seen. BSkyB, the biggest sat- 
ellite broadcaster, has 
recently unveiled plans to 
launch its first PPV film 
channel. Selected sports 
events have already begun 
to be shown via PPV and 
more are expected. 

Digital television, which 
will be launched in the UK 
next year, will increase the 



number of satellite rfiannate 
from around 15 to 200. This 
will greatly encourage 
broadcasters to utilise the 
capacity through PPV. Last 
month, BSkyB broadcast its 
first music concert by PPV; 
analysts expect other "head- 
line” events to follow. 

Around two-thirds of 
households in the UK receiv- 
ing satellite television do so 
through cable. BSkyB cur- 
rently provides the majority 
of the programming. 

However, recent develop- 
ments suggest that PPV wifi 
radically alter the relation- 
ship between BSkyB and 
some of the cable companies. 
Indeed, four of the latter 
have signed their first agree- 
ment with a Hollywood stu- 
dio and plan to launch a 
cable-only PFV movie chan- 
nel by the end of the year. 

Digital will also deliver 

services such as near video 
on demand, niche specialist 
channels and interactivity. 
The stimulation to the 
broadcast industry provided 
by the new technology 
will far outweigh the 
additional capacity for new 
channels. 

“Digital is the key driving 
force for change in the 
industry,” says Mr Blackley. 
He adds: "The more devel- 
oped the satellite TV market 


becomes, the more the indus- 
try will gravitate towards 
pay-TV." 

This will result in a rise in 
pay-TV revenues across 
Europe, but particularly in 
developed markets. In Ger- 
many. for example, CIT fore- 
casts revenues rising from 
5625m this year to $2J5bn by 
2005. The UK market is 
expected to increase from 
$l.4bn to $2bn in the same 
period. French pay-TV is 
forecast to produce revenues 
of 8517m this year, rising to 
$lbn in 2005. 

For the whole of Europe, 
CTT expects pay-TV revenues 
to increase from S3.5bn to 
63.75bn over the same 
period. When advertising is 
taken into account, the total 
rises from $9.6bn to $i6.5bn. 

Merrill Lynch points out 
in its latest research docu- 
ment on the market that “in 
all of the key markets of 
Europe. pay-TV revenues 
becomes larger than reve- 
nues from advertising". This 
is due largely to saturation 
of satellite channels. The 
broker wares that “channels 
relying mainly on advertis- 
ing revenues from direct 
broadcasting activities will 
find it difficult to succeed in 
the future 1 ’. 

Germany and the UK have 
tbe most developed satellite 


television markets, mainly 
due to the relatively high 
level of cable penetration 
and the liberal regulatory 
regimes. 

The growth of satellite 
channels has been helped by 
the strategies of SES and 
Eutelsat. the two biggest 
operators. Analysts believe 
the two companies, which 
plan to launch eight broad- 
casting channels next year, 
will continue to dominate 
the European industry over 
the c oming years. 

However, the operators are 
expected to face some diffi- 
culties in coping with the 
expected demand over the 
medium-term. 

The problem is Likely to 
catch up with the number of 
launch slots available, par- 
ticularly by the end of the 
century. Indeed, CTT fore- 
casts the number of digital 
satellite channels will jump 
from around 200 at the end 
of 1997 to more than 1200 by 
2005. 

Such is the likely demand 
that the search is on for new 
launch sites. A recently- 
formed consortium has 
announced plans to la unch 
the first satellite from a sea- 
borne platform. The innova- 
tive Sea Launch project, 
involves Kvaemer, the Nor- 
wegian industrial group, a 
Ukrainian consortium and 
US groups Boeing and 
Hughes. 

Backers of the $560m 
scheme claim the project 
breaks new ground in space 
technology engineering, 
involving the construction of 
a 593m mothership at the 
Kvaemer Go van yard In 
Glasgow, and the $7Sra adap- 
tation of a fanner North Sea 
oil platform. 

Because of its mobility, 
the launch site will be sited 
as close to the equator as 
possible - allowing Earth’s 
rotational forces to be used 
to the optimum effect and 
permitting higher payloads 
to be deployed. 

Sea Launch has signed 
contracts for 15 launches, 
the first of which is set for 
next June. 
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IMAGING • by Clive Cookson, Science Editor 


xe o n 


Remote sensing 
now embraces a 
wide range of uses 
from mapping to 
military spying 

Most people think of space 
in terms of looking - and 
travelling — outwards from 
Earth. Bnt one of the most 
important space activities, 
commercially and scientifi- 
cally, is the reverse: observ- 
ing Earth and the human 
activities on it from space. 

More than 50 ciVflian 
Earth observation - or 
remote sensing - satellites 
are now in orbit. Their appli- 
cations include weather fore- 
casting, environmental mon- 
itoring, mapping, mineral 
prospecting and agricultural 
crop identification, , 

Business uses ; of Earth 
observation data are increas- 
ing rapidly. According to the 
UK National Remote Sensing 
Centre, total worldwide sales 
of the data and products 
such as maps based on Earth 
observation have Increased 
from an estimated £300m In 
1933 to £500m this . year and 
£800m in 2000. 

However, the industry is 
not yet fully commercial. 
Although many private com- 


panies are involved. Earth 
observation as a whole still 
depends on hefty govern* 
meat support for the infra- 
structure of satellites, 
launch facilities and the 
“ground segment” - receiv- 
ing stations and data; pro- 


The US has the largest 
national- programme in 
remote sensing, as in almost 
every space activity. Europe 
operates collaborative pro- 
grammes through the Euro- 
pean Space Agency and 
Eumetsat (weather satel- 
lites). In addition, France 
runs a substantial remote 
sensing system of its own 
called Spot. The UK govem- 
. meat devotes about half of 
its space budget of £lSQm a 
year to support remote sens- 
ing: 

Other important pro- 
grammes are run by Russia, 
Japan, China and India. 
Indeed, India has particular 
ambitions In remote sensing. 
Its FRS-lD satellite was 
launched successfully in 
September, and the Indian 
Space Research Organisation, 
plans to send up 10 more 
remote sensing satellites 
over the next seven years. 
The data will not only be 
used, for Indian domestic 
purposes but also sold to 


camera 


many international users. 

One of the most important 
developments in Earth 
observation at the end of the 
- i990s will be the commercial 
availability of high-resolu- 
tion images, which have 
until now only been avail- 
able to military planners 
from spy satellites. 

Systems with a resolution 
of one metre or less will be 
available not only from gov- 
ernment-sponsored satellites 
but also from private opera- 
tors such as Earth watch and 
Space imaging Eosat of. the 
US. They will transmit pic- 
tures from orbit with suffi- 
cient detail to pick out 
objects about one metre 
across. They could, there- 
fore, see even the smallest 
building or vehicle any- 
where on Earth - and possi- 
bly even see individual 
human beings under good 
conditions. 

Until now, the commercial 
imaging market has been 
dominated by 10-metre reso- 
lution pictures such as those 
transmitted by France’s 
Spot. 

Alt ho ugh the main appli- 
cations of high-resolution 
images will be for detailed 
mapping »nd urban plan- 
ning; there are fears that 
they could also be used for 


less savoury purposes, 
including political repression 
or even military adventures 
by authoritarian govern- 
ments. 

Such concern is one rea- 
son why the US has been 
reluctant to declassify the 
technology required to pro- 
duce high-resolution images. 
But ./International competi- 
tion!- made its availability 
inevitable, and many author- 
ities, believe that dictators 
have more to lose through 
the /widespread exposure of 
their activities - for exam- 
ple, -enabling the Interna- 
tional media to show nefari- 
ous troop movements - than 
they stand to benefit 
through gaini n g information 
themselves. 

Surveying for minerals is 
an Important application of 
land; imaging. Satellite sen- 
sors, are a valuable supple- 
ment to traditional fieldwork 
in the search for areas 
whose geology is suitable to 
contain metal ores or energy 
deposits. 

Remote sensing is also a 
shoort" cut to discovering the 
use tp which land is being 
put. Computer analysis of 
satellite observations at vari- 
ous wavelengths can distin- 
guish between different land- 
scape features, including 


types of vegetation, on the 
basis of the radiation that 
they reflect back into space. 

A particular application of 
land use mapping is in agri- 
culture. A well-publicised 
example in Europe Is to 
p frprfi formers' rTatms for EU 
subsidies by verifying that 
they are growing the correct 

crops. 

Ocean observations also 
have a range of applications. 
Satellites can both provide 
fishing boats with informa- 
tion about the location of 
fish stocks and, at a time of 
widespread over-fishing, 
they can monitor the activ- 
ity of individual boats to 
make sure that they are not 
exceeding their quotas. They 
can also give shippers valu- 
able routing information 
based, for example, on the 
extent of Arctic sea ice. 

The Earth observations 
seen most frequently by the 
public are probably those 
from weather satellites. 
These have contributed, 
together with super- 
computers, to the improved 
accuracy of forecasts in 
recent years. They also track 
storms so that warnings of 
severe weather can be 
issued. 

Weather satellites are posi- 
tioned both in high geosta- 






Skye from space: How the west coast Scottish island appears from a i 


tionary orbit, where they 
appear to hover over the 
same point on Earth's equa- 
tor, and in low polar orbits 
that sweep around the globe. 
They can not only provide 
the familiar images of cloud 
cover but also measure tem- 
perature and humidity on 
the ground or ocean surface 


and at various levels of the 
atmosphere. 

So Earth observation has 
come a long away since 
astronauts took the first 
views of our planet from 
space in the 1960s. And it 
has a long way still to go. 

The next decade will see 
the launch of a sophisticated 


Satellite Photo. Scunco Pnom Ltrarv 

new generation or remote 
sensing satellites and the 
construction in orbit of the 
International Space Station, 
which will provide a plat- 
form for an impressive array 
of Earth observing instru- 
ments. The era of looking 
down at ourselves has only 
just begun. 


THE IIS • by Christopher Parkes in Los Angeles 


East-west thaw threatens an icy blast for Europe 


Americans and 
Russians will 
jointly offer stiff 
competition, with 
Sea Launch - 

A potent combination of 
Russian experience and. US 
dollars is threatening the 
European Arianespace 
consortium's domination of 
the satellite launch market 
In the face of predictions 
that it could see its market 
share fall from more than 50 
per cent to little more than 
20 per cent, Arianespace has 
this year announced plans to 
cut costs and to-, become 
more “commercial” --even 
going so far as to allow 


outsiders to launch from 
its well-equipped and 
ideally-situated base j in 
Koixrou. Guiana. r 

But the US will soon have 
its own mobile site dose to 
the equator - or anywhere 
else a -customer might desire 
-in the form of Sea Launch. 
This floating pad. to be 
based at Long Beach, 
California, next door to 
Hughes, the world's leading 
satellite manufacturer, 
represents only one of the 
challenges thrown up by the 
alliances between the . US 
and former Soviet aerospace 
industries. 

Sea Launch is a joint 
venture led by Boeing, 
Unking NPO-Yuzhnoye, the 
Ukrainian rocket maker, and 


ESC Energla, the Russian 
concern which made the 
first Sputnik satellite. 

Almost as soon as plans 
for Sea Launch were 
announced in 1995 it won its 
first order from Hughes for 
10 ctftrmnnniRaHnnR satellite 
launches over five years. 

But Boeing, which has 
since taken over McDonnell 
Douglas and gained access to 
its Delta rocket and other 
launch technologies, 
represents a relatively small 
proportion of the US 
challenge - not just in the 
launch business but in 
almost every aspect of the 
commercialisation of space. 

Lockheed Martin, Boeing’s 
main rival in defence and 
space contracting, has 


long-standing links in the 
former Soviet bloc which it 
is busy extending at every 
Opportunity. 

A link was forged earlier 
this year with Intersputnik, 
a Brezhnev-era communica- 
tions consortium intended as 
a counter to the west's Intel- 
sat satellite-served network. 

Based in London. Lock- 
heed Martin Intersputnik 
(LMD, is hatching plans to 
launch its first US-made sat- 
ellite aboard a Russian Pro- 
ton rocket in late 1996. LMI 
will join the thickening 
ranks of space service pro- 
viders, but will enjoy one 
special advantage: access to 
its partners’ 15 orbital slots. 

Although the first services 
will be confined to eastern . 


Europe, western Russia and 
Asia, longer term the 
partners are expected to use 
two orbital slots allocated to 
Cuba but which will 
conveniently provide access 
to the US. 

Lockheed's early interest 
and investment in Soviet 
skills also offers long-term 
promise in other areas. The 
group's entry in the 
competition for the US 
government contract for an 
Evolved Expendable Launch 
Vehicle - the reusable space 
shuttle - features an RD-1B0 
engine, designed in Russia at 
Lockheed's expense. 

While this vehicle, and its 
successors, is expected 
eventually to replace all 
civilian and military satellite 


launchers, Lockheed is 
already involved in the 
expendable rocket launch 
sector. For example, it is a 
partner with Energia and 
Krunichev in International 
Launch Services, which 
made its inaugural satellite 
launch earlier this year. 

The bonding with, the old 
enemy, which started some 
years ago when Lockheed 
started marketing Russian 
Proton rockets, has also 
been advanced by a venture 
between Russia's 
Energomash and Pratt & 
Whitney, which will produce 
the engine for its Atlas 
launchers. 

Such collaborations have 
not only helped the former 
Soviet space industry to 


survive budget cuts and an 
estimated downsizing to 30 
per cent of its former scale. 
US dollars have also been 
key to home-grown space 
launch businesses such as a 
Russo-Ukrainian consortium 
which plans to convert SS16 

intercontinental ballistic 
missiles into two-stage 
launchers. 

Renamed Dnepr, the 
rockets will carry 
telecommunications 
satellites for US-based 
Tried esic's planned internet 
service. With two satellites 
aboard each “missile,” at 
least 20 launches are 
planned over five years. 

While industry analysts 
say the experienced 
Arianespace is likely to 


retain a substantia] role in 
the market and profit as 
demand grows, it, too. has 
not been entirely passive. 
Taking a leaf out of the US 
book, it has turned east to 
seek alliances of its own. It 
has established Starsem, for 
example, in co-operation 
with the Russian Space 
Agency, and has successfully 
started marketing Soyuz 
rockets for ]ow-orbit 
launches. 

But this single venture 
pales in contrast to the over- 
lapping networks established 
by the US Industry, which is 
sharpening its competitive 
advantage almost daily as it 
extracts the economies of 
scale from the latest round 
of mergers at home. 
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4 THE BUSINESS OF SPACE 


EUROPE m by David Owen in Paris 

Ariane’s success 
fuels confidence 


A second failure 
could have 
cost the 
European 
industry dearly 

For Jacques Chirac, the 
French president it was an 
essential step that would 
permit Europe to "expand its 
expertise in multimedia com- 
munications and space 
exploration”. 

For Michel Delaye. direc- 
tor of the space and defence 
arm of France's Aerospa- 
tiale, it was "a great moment 
which justly compensates us 
for our efforts”. 

And for the entire Euro- 
pean space industry, it was a 
cause for celebration - and 
relief. 

Last month's successful 
second mission by Ariane 5, 
Europe's new satellite 
launcher, has taken a great 
deal of pressure off the conti- 
nent's space industry. 

The flight, which followed 
the spectacular failure of the 
first mission in June last 
year, puts Europe in good 
position to defend its hard- 
won leadership of the 
increasingly competitive 
$3bn-a-year commercial sat- 
ellite-launching market 

Had the mission failed, 
like the first flight which 
exploded less than 40 sec- 
onds after takeoff when a 
computer software problem 
led to a breakdown of the 
launcher's primary and 
back-up navigational guid- 
ance mechanisms, the Euro- 
pean industry's credibility 
could have been seriously 
undermined at a time when 
a string of new rockets are 
under development around 
the world. 

Europe’s market leader- 
ship would not have evapo- 
rated overnight; the tried 
and trusted Ariane 4 launch 
vehicle would have seen to 
that. But, chances are. the 
old rocket's comparatively 
small carrying capacity of 
about -L8 tonnes would have 
been increasingly exposed. 

The hard fact is that tele- 


communications satellites 
are getting bigger and big- 
ger. Ariane 4 is reaching the 
point where it can no longer 
carry heavy enough pay- 
loads for Arianespace, the 
53~company European con- 
sortium with more than 50 
per cent of the world’s com- 
mercial satellite-launching 
market, always to be able to 
offer the dual launches on 
which its competitiveness 
depends. 

Ariane 5 - which is expec- 
ted to be able to cope with a 
payload of seven tonnes in 
2000 and possibly eight 
tonnes by 2003 and whose 
overall development cost is 
pm at Ecu5£5bn - is needed 
badly. 

Those invited to watch 
last month's vital launch via 
a special video transmission 
from French Guiana to Le 
Bourget, near Paris, could 
sense the tension when the 
countdown was stopped just 
48 seconds before lift-off. 
Fortunately, nothing serious 
was awry and. after a brief 
interval, the countdown 
restarted at seven minutes. 
This time all went as 
planned and the 740-tonne 
rocket hurtled skywards at 
about 2.45pm Paris time. But 
it was not until just over 
half an hour later, with the 
separation of the second sat- 
ellite. that mission control- 
lers could afford to relax. 

Subsequent analysis con- 
firmed that the flight had 
been as successful as it 
appeared, with all propul- 
sion systems - the two solid 
boosters, the main cryogenic 
stage and the storable pro- 
pellant stage - said to have 
functioned correctly. 

Something described by 
the European Space Agency 
as "an occurrence whose ori- 
gin Is not yet identified” 
caused a disturbance in the 
movement of the *n«in cryo- 
genic stage which, in turn, 
explained the lower-than-ex- 
pected orbit of one of the 
satellites. The agency said 
simulations conducted after 
the la unch using a similar 
disturbance reproduced the 


same behaviour in the 
launcher. It said the rocket’s 
software, guidance, altitude 
control and electrical 
systems all functioned per- 
fectly. 

Attention will now switch 
to a final, partly commercial, 
test flight which is expected 
to take place in five or six 
months’ time, if this is a suc- 
cess. the first fully commer- 
cial Ariane 5 mission should 
take place by the end of nAXf 
year, nearly two years later 
than originally expected. 

By this tune, however, at 
least two potentially formi- 
dable new rivals may have 
<«n t «* re d the market, under- 
lining how the competition 
Is getting toughs- at a time 
when demand for launch ser- 
vices is high- 

Boeing, the US aircraft 
manufacturer, says its Delta 
m rocket - which will have 
more than twice the payload 
capacity of its predecessor, 
the Delta n - is on schedule 
for a first launch In mid- 
1998. Moreover, the first 
rocket to be launched by the 
innovative Sea Launch ven- 
ture is scheduled to lift off 
next October from a semi- 
submersible platform exactly 
on the equator in the Pacific 
Ocean. 

The equatorial' launch-site 
should be an advantage 
since the most important 
orbits for communications 
satellites are aligned with 
the equator. This means the 
closer to the equator the 
launch, the less fuel needed 
to position satellites cor- 
rectly. The 850 sq km 
Kourou space centre used 
for Ariane launches at just 
5°N. on the north-east coast 
of the South American land 
mass is also pretty well situ- 
ated in this respect. 

Boeing is also heavily 
Involved in the Sea Launch 
venture, with a 40 per cent 
stake. The other sharphnld- 
o? are RSC-Energia of Rus- 
sia, Kvaemer of Norway and 
KB Yuzhnoye/FO Yuzhmasb 
of the Ukraine. 

For the moment, there is 
probably enough business to 



Lift-off: An Ariane 5 takes to the skies for the modWs maiden ffight in June 1996, but wBhfo a minute the mission ended in spectacular 


Onset) 


go around even if all the new 
rivals stick to their current 
timetables. But analysts 
have started to warn that 
this situation win not last 
forever. Stdphane Chenard. 
senior space and communi- 
cations consultant with 
Euroconsult. a Paris-based 
research body says: "We are 
already seeing that it Is 
harder to sell satellites.” 

While last month's mis- 
sion has relieved pressure, 
Ariane 5 can still ill-afford 
any further slip-ups. 

Europe’s te chnicians ^ no t 
need reminding how impor- 
tant it is that their rocket 
prove8 its c ommer cial worth 
before market conditions 
start to deteriorate. 


INDIA • by Mark Nicholsion rn New JDelhi';-!*;' "• . : 



Prospects for 
commercial 
success depend 
on establishing 
reliability 
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September was not the 
brightest of months far 
India’s 33-year-old space 
programme. 

The good news of the 
successful launch of its 
. third low-orbit. ; Polar 
; SatenitetamichYefccle 
was . muted by the feci that 
it delivered its toMLfitSrlP 
- . India's fifth remote 
sensing satellite — into an 
orbit that was too low. Only 
several days of corrective, 
manoeuvring placed the 
pbotodata satellite back on 
track. 

But much worse news 
followed. Just days lata*,, 
the domestically-built 
Insat-2D, the country’s 
most sophisticated 
home-built telecommun 
ications satellite launched 
last June by Ariane, the 
European launch vehicle, 
suffered a shart-cirant, lost 
power and control, and waS 
. finally abandoned. 

The damage, was not 
directly financial; the 
$I00m Insat-2D was folly, 
insured. Neither was . it. 
directly commercially 
damaging; like most of 
India’s state-backed space;, 
programme to . date, the ;; 
satellite had been designed 
to meet domestic needs: Its : . 
23 transponders had been -* 
earmarked for.' domestic 
telecom links, .state 
television broadcast, relays ' 
and . to' provide*' .extra ". 
capacity' -V-v tor .the ; 


India’s. three^year-oM. 

* N ationa l S igrif l tn4iai ip r \ ; . - 

More than TOO offits exist- 
ing LfiOO VSAT-fiuked brp- 
kers had already been.: 

Hip new satel-. 
fite^ and the NSE was hop- 
ing the MtdhVjLiKS 
capacity would raise -to 
2^00 its VSAX nsera-wttlJin 
eight months. . Existing 
VSAT users of. Iusat^ 
have, been transferredte 
older Indtantriecoms satdk 
liteK. The NSE^& expansiott 
-plans are on htihlli* . : "? 

The unquantiflaMe- dam - 
age was to India's hapesqf _ 
borztisbihg tbe condnendal 
and ItadcuiTency stoning 
potential of its jtjzbn space 
programme r- ;seine^ing 
which depends t^poa earn- 
ing a soBd reputation for 
technological accompfish- 
mat and rdhhlHly. It -is" 
too soon to say whether 
Insat-2ir8 faflnre win hurt 


years old. Space, for. India, 
has -previously been seen 
predominantly to an oppor- 
tunity to conquer its infra- 
structural faiBugs-and deal 
with Its vast landmans. 
Bather than, as In other 
countries, being .military- 
led, India's civil space pro- 
gramme has concentrated 
on providing moms to pro- 
vide data on weather, aup 
yields, water and forestry 
management and' to offer 
telecom andtelevision com- 

lnHfll pitliiWL- ’ _ 

. Only lately* has isro 
saught fo ton its invest- 
ment in space into commer- 
ria> revenne*. So far earn- 
ing&have come chiefly from 
jutai fA satrillte data from, 
tts remote scnxing satel- 
lites, 7 the latest of- which - 
nertf (derating successfully 
offers $orae erfthe invest 
resolution pictures avafl- 
abfe'on the. world market 


India’s ambitions. Safer,. at hfo. recentiy entered ; a 
least, the ; Indian - Space glcftial marketing arrange^ 
Research ^ Organisation wfter'Etoat,;the US 
dsro>, toe Ban^tore-based saMHte data xompany, and 
go vermnent space agency,- jia^ begun sening its satel- 
is phlegmatic. ; 1 : \ btff dato worid^rieie- V. 
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commercxaI ? aim, “dnd;yo^.^Safflpfltoi.;W 
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Minnai $iOm to India. 

India also makes satellite 
e quipm ent for big US and 
European aerospace compa- 
nies. Isro is currently work- 
ing on supply contracts 
worth $3m a year. Talks 
.with companies including 
Lockheed Martin and 
Hughes of the US, along 
with Matra-Marconi and 
Aerospatiale, the European 
companies, could eventu- 
ally lead to contracts worth 
SlOm to 320m a year, 
according to Mr Sampath. . . 
; The loss of Insab2D, he 
says, should not' hurt these 
prospects. “Nothing Is sig- 
nificantly different - one 
satellite does not make a 
difference; everyone under- 
stands the risks In this 
industry,” he says. 

• The big prize, however, 
would be India’s entry into 
the market to launch high- 
orbit telecommunications 
satellites. Next year will see 
the first real step towards 
the goal, with the first 
experimental launch of the 
Geostationary Satellite 
Launch Vehicle, a rocket 
capable of reaching a 
36,000km orbit and carry- 
ing a 2,500kg payload. 

India needs successfully 
to complete at least two 
experimental launches of 
GSLV even to consider com- 
mercial launch prospects. 
Only thereafter could India 
miter the truly lucrative 
■competition with China, 
Ru ssia, Europe and tire US 
for major satellite launches. 
If and when it does, sug- 
gests Mr Sampath, India 
could look at realising up 
-to 2100m a year in revenues 
from space early next cen- 
tury. ■* 


JAPAN • by C. E. Lorrimer in Tokyo 


Good image comes unstuck 


Setbacks foil to 
dim a nation's 
enthusiasm for 
ventures ■ . . 

in space t 

Japan’s image as a supplier 
of reliable space technology 
suffered a serious blow this 
year when the adhesive used 
by Toshiba to fix solpr. pan- 
els to a government-owned 
satellite could not withstand 
the extreme tem pe ratures in 
space. 

The solar panels came 
unstuck from the Earth 
observation satellite Midori, 
developed at a cost of YSObn, 
putting an end to transmis- 
sions- of data about the ozone 
layer, “greenhouse gases" 
and chang es in the <v*pht« 

It was the second big fail- 
ure in recent years for a sat- 
ellite owned by the National 
Space Development Agency 
of Japan (Nasda), which uses 
Toshiba, Mitsubishi Electric 
and NEC as satellite suppli- 
ers. 

Toshiba was the prime 
contractor on Nasda’s engi- 
neering test satellite, Kiku-6, 
which in 1996 suffered 
engine failure, cutting short 


by eight years an experiment 
planned to last 10 years. 

Although these experi- 
ences were cause for deep 
bowing and. apologies, they 
have not dimmed the emtho- 
siasip of Japan’s main space 
technology suppliers for 
expansion of their interna- 
tional operations in commer- 
cial satellites. 

Last month, four months 
after the solar panel embar- 
rassment. Toshiba 
announced it would join Mit- 
subishi Electric in the Sky- 
bridge global satellite com- 
munications project planned 
by Alcatel Alsthom, France’s 
largest industrial company. 

Mitsubishi Electric has yet 
to confirm the Toshiba, 
announcement, bnt it has 
not denied that both compa- 
nies will invest JlOm in a 
company based in the US 
which will supply low orbit, 
high-speed data transmission 
satellites from early next 
decade. 

Toshiba’s move into the 
commercial satellite arena Is 
a logical one in the light of 
its decUning share, of weak 
from Nasda, which itself is 
putting pressure . oii suppli- 
ers because of a severe cut- 
back in the budget of 


Japan's space development 
programme. 

Toshiba is following in the 
footsteps of Mitsubishi Elec- 
tric Which has used its domi- 
nance of Nasda satellite con- 
tracting to develop a global 
business to satellite compo- 
nents and prepare itself for 
eaxtry to the commercial sat- 
ellite business. 

Mitsubishi Electric has 
been named as prime con- 
tractor on half of Nasda’s 38 
satellites, a list which 
includes the 30 launched 
since 1975 plus the eight 
scheduled to be launched by 
2002. 

AH Nasda launches so far 
have been successful. 

Mitsubishi Electric plan* 
to begin mass production of 
commercial satellites in 2000 
and is confident of 
ultimately winning a 10 per 
cent share of the world 
market 

In preparation fin* its com- 
mercial satellite operations, 
Mitsubishi Electric in May 
this year said it was invest- 
ing Y7bn in an experimental 
space chamber for testing 
satellites under simulated 
space -conditions. 

That project comes hard 
on the heels of a successful 


three-year plan started in 
1993 to accelerate Mitsubishi 
Electric's development of 
space technology compo- 
nents of international qual- 
ity. 

Components developed 
under that programme, 
including solid state power 
amplifiers, antennas, and 
heat pipe embedded honey- 
comb panels, are being sold 
to us and European satellite 
makers bringing in annual 
revenue of YSbn. 

The working credo of staff 
at Mitsubishi Electric's 
K^nakura satellite foctory is 
“cheaper, faster, better", and 
according to company 
officials this will be the 
approach adopted in its 
commercial satellite 
b usine ss, 

The company claims it raw 
reduce the lead time of its 
satellite production from 
years to 18 months and 
“axe commercial satellites 
at a price of about YlObn, 
which is on a par with 
Europe and the US. 

It believes the main cus- 
tomer base for its product 
wm be m south-east Asia 
and the clients will come 
from both the government 
and private sectors. 
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CHINA* by James Harding in Beijing 

Long March sets 
Great Wall pace 


Low prices are 
likely to be 
maintained while 
reputation is 
rebuilt 

In the early hours of August 
20 this year, technicians at 
China's remote satellite 
launch centre and the engi- 
neers of Great Wall Indus- 
tries. the state-owned aero- 
space group, breathed a sigh 
of relief. 

After a couple of years 
punctuated by a variety of 
embarrassments to China's 
space industry, they had pre- 
sided over the first success- 
ful launch of the Long 
March 3B rocket, reviving 
Chinese hopes Tor a substan- 
tial slice of the global launch 
business. 

In Asia, the satellite mar- 
ket has grown rapidly in 
response to demand for tele- 
communications and televi- 
sion services - the Long 
March 3B put the AgUa, the 
Philippines’ first satellite, 
into orbit, a launch symbolic 
of the potential demand for 
Chinese satellite services in 
the region. 

No sooner was the orbiter 
in space than zhang Ximria, 
president of Great Wall 
Industries, a commercial 
enterprise closely linked to 
the People's Liberation 
Army, announced that 
China was seeking to 
increase its share of the 
international satellite launch 
business. 

China had shown, he said, 
that it “can compete well in 
the market since we have 
launched successfully such a 
heavy satellite into orbit". 
Mr Zhang hoped that China 
would seal two to four 
launch contracts a year after 
1997, roughly the level it had 
reached before the first in a 
series of failures struck in 
1995. 

But potential customers 
and insurance companies 
remain waxy. China’s satel- 
lite launchers offer an 
attractive service in terms of 
price, but confidence will 
only be restored once the 


Long March 3B has estab- 
lished a record or reliability. 

In the early years after its 
first launch for a foreign 
commercial client in 1990, 
China held a 7 to 9 per cent 
share of the international 
launch market, having 
earned a reputation for low 
costs and dependability. But 
credibility was heavily 
ta rnish ed by a string of mis- 
haps. The Long March 3B, 
the most technologically 
advanced rocket in the Long 
March series made by Great 
Wall had an ignominious, 
first outing in February last 
year. The rocket veered off 
course within seconds of 
take-off and crashed back to 
Earth in an explosion that 
destroyed the multi-million 
dollar Intelsat satellite on 
board and caused untold 
casualties on the ground. 

The debacle followed the 
launch of the Long March 2E 
rocket in January 1995, 
which blew up shortly after 
blast-off, killing at least six 
people on the ground. In 
August last year, a Long 
March 3 rocket failed to put 
its Chinasat-7 satellite into 
the correct orbit. 

The string of accidents 
drove np insurance premi- 
ums on China-launched sat- 
ellites and prompted the can- 
cellation of a number of 
contracts with Great Wall 
Industries. 

However, the Mabuhay 
consortium, which operates 
the Agila and is headed by 
the Philippine Long Distance 
Telephone company, the for- 
mer telecoms monopoly, was 
persuaded that technicians 
had fixed the problem with 
the 3B. an electrical fault in 
the direction control mecha- 
nism. 

And, Mabuhay officials 
admit privately, they were 
lured by the price. Mabuhay 
is understood to have paid 
about S240m for the launch, 
which it says is less than 
half the price it would have 
paid for the equivalent ser- 
vice in the US and over one- 
third cheaper than a Euro- 
pean launch. 

Great Wall says it cut the 
price of a Long March 3B to 


$7Qm “ to try and draw cus- 
tomers”, and officials say the 
company intends to keep 
prices low until it has rebuilt 
its reputation. 

China aims to launch a 
further three satellites for 
international clients this 
year. 

APT, the Hong Kong-based 
satellite operator, will use a 
Long March 3B to propel its 
Apstar 2R satellite into orbit, 
a launch that China hopes 
will consolidate confidence 
in its most advanced rocket. 
The 3B can carry satellites 
weighing up to 5,000kg, 
which makes it a viable 
launcher for 90 per cent of 
the world’s orblters. 

Hughes, the US electronics 
group, agreed to buy at least 
five more launches on Long 
March rockets from Great 
Wall, with the first of these 
satellites to be launched as 
early as next year. Hughes 
was the first foreign com- 
pany to employ China's 
launch service in 1990. 

China is also aiming to 
make inroads into the low 
and medium orbit business. 
The Long March 2C/SD is 
scheduled to pul two Iridium 
satellites into space for 
Motorola, the US telecoms 
group, before the end of the 
year. 

Great Wall believes that 
the low and medium orbit 
satellites, which operate 
closer to earth than the geo- 
synchronous transfer orbit 
(GTO) satellites, will "proba- 
bly replace the GTO models 
as the major instruments for 
communications after 2002”. 

Chinese officials calculate 
that 600 to 700 lower-orbit 
satellites will be launched 
worldwide by 2006, which, 
they hope, will “create great 
opportunities for China’s 
Long March rockets’*. 

But if doubts stm linger 
over the technical compe- 
tence of China’s space indus- 
try, there are also emerging 
concerns about the market 
In particular, analysts in 
Hong Kong have raised ques- 
tions about looming overca- 
pacity and a possible slow- 
down in demand for satellite 
launches. 


RUSSIA* by Arkady Ostrovsky 
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An oversupply of satellites 
over Asia could result in a 
sharp cut in the lease rates 
on transponders, the trans- 
mission devices on orbit ers, 
which would eventually feed 
through to satellite opera- 
tors. 

Although underlying 
demand is likely to remain 
strong as Aslan markets 
require wider and more 
sophisticated telecommuni- 
cations systems, satellite 
operators might expect com- 
petition for launches to 
intensify. 

China offers a service as a 
cheaper alternative to the 
US satellite launch industry 
and Europe's Axiane rocket 
But it is not alone, as Rus- 
sian and Ukrainian space 
programmes also offer low- 
cost, high-risk alternatives 


Emerging smoothly 
from the Mir mire 


to the US and Europe. Japan 
is also seeking to win con- 
tracts for Asian launches. 

“It's cut-throat competi- 
tion,” says Great Wall's Mr 
Zhang, who is understood to 
be considering co-operation 
projects with other countries - 
to boost China's capacity to 
take on international busi- 
ness. 

In the meantime, the tech- 
nicians at Xichang in the 
south-west province of Sich- 
uan, remain anxious to build 
upon China’s partially 
restored record after its first 
success with the SB. The 
authorities know they have 
some way to go, and in 
among the notice boards 
that exhort the workers to 
ever greater achievements, 
stands a simple sign: “Don’t 
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Khnimchev space 
centre has taken 
on a friendly face 
in the chase for 
foreign cash 

Ten years ago. even the 
telephone number of the 
Khrunichev space centre, 
which makes Russia's 
powerful rockets, was 
considered classified 
-information. Now the 
Russian- rocket centre has a 
friendly public relations 
department which readily 
discloses 'what were once 
Soviet top secrets. 

The change in attitude at 
what was previously the 
most sacred and secretive 
Soviet institution, is a sign 
of the transformation the 
Russian space industry has 
undergone in recent years, 
as it set Itself on the thorny 
path to making money. In 
spite of the recent -troubles 
on the ageing Mir station, 
Russia is re-emerging as a 
power in the lucrative com- 
mercial satellite market 

The Khrunichev centre, 
which employs 18.000 people, 
accounts for GO per cent of 
the $470m earned- annually 
by the Russian space indus- 
try. Khrunichev’ 3 main asset 
is Proton, a powerful rocket 
with a 97 per cent success 
rate and considered by [west- 
ern experts to be one of the 
most reliable boosters. It 
uses liquid fuel and c^n lift 
up to' 20,000kg to a lower 
orbit and 8,000kg to the geo- 
synchronous orbit. \ 

Given its heavy payload. 
Proton is also cheaper than 
many western launchers. 
Even after a- recent 70 per 
wwt price increase, a Proton 
launch costs-- between $60m 
and $7Qm, while Arianespace 
reportedly charges up to 
$100m a la unch. 

Over the past two years 
Khrunichev centre has had 
six successful commercial 
launches and plans another 
20 Proton missions by the 
end of the century. 

Proton can be assembled 
in a horizontal position, 
which makes the manufac- 


turing simpler and faster. 
KhrunicheVs management 
says the centre is capable of 
making up to 12 rockets a 
year. “Nikita Khrushchev 
once said that we [the Soviet 
Union] wiH be making Pro- 
tons like sausages. I guess 
we have carried out his 
wish," says Konstantin Lon- 
tratov, the centre's spokes- 
man. 

Kbrunichev’s Protons are 
marketed by Lockheed Mar- 
tin, the US aerospace com- 
pany. Two years ago the two 
giants formed a joint ven- 
ture, International Launch 
Service (ILS). which already 
has orders of $lbn and aims 
to win 50 per cent or the 
commercial launch market, 
which is expected to reach 
*2.45bn by the end of the 
century. Recently ILS was 
awarded a contract for the 
1998 launch of an Intelstat 
901 spacecraft 

7 Khrunichev centre has 
received a $l79m order 
from Motorola, the US tele- 
communications company, 
tb launch 21 satellites as 
part of the Iridium project. 
This $3.45bn project aims to 
put a total of 66 satellites 
into a lower Earth orbit to 
provide global wireless com- 
munications, which will 
include voice mail, fax, and 
Access to the internet. Two 
Proton rockets have already 
-delivered 14 Motorola satel- 
lites, and the other seven 
'will be launched next year, 
j Khrunichev centre also 
has a 3 per cent stake in 
Iridium, which gives it the 
right to market Motorola 
telephones in Russia and 
some of the former Soviet 
republics. 

.f In the mast striking exam- 
ple of post cold-war co-opera- 
tion, the Khrunichev centre 
has recently formed a joint 
venture with Daimler-Benz 
Aerospace (Dasa), the Ger- 
jnan aerospace company, to 
Convert the military SS-I9 
^ballistic missiles into light- 
-weight civilian rockets, 
called Rokots. 

The venture. Eurokot 
Launch Service, plans to 
deliver 45 Rokots into low 


launches, which earn 
Eurokot S39m. will take 
place at the end of next year 
in Plesetsk cosmodrome, in 
northern Russia. 

Khrunichev provides n 
sharp contrast to most uf the 
cash-strapped former hinnct 
industry. “In three years we 
have not had any waip 
arrears. like many others In 
the defence sector." says Mr 
Lantratnv. -We were very 
lucky with the ouinagement 
and with the product, which 
the west found attractive. 

Khrunichev also enjoys 
backing from the Russian 

government, and has a pow- 
erful voice in the Kremlin. 
Tatyana Dyachenko, the 
daughter of the Russian 
president and his image- 
maker. worked at the 
Khrunichev institute until 
1994. when she became 
the Kremlin’s chief 'spin-doe- 
tor’. 

Khrunichev Is still Ifli per 
cent owned by the state, but 
the government is unable to 
subsidise the centre from the 
shrunken defence budget. 
Instead, the Russian govern- 
ment has granted it full com- 
mercial and managerial free- 
dom to invest its profits as it 
sees fit. Its investment pro- 
jects clearly Indicate that 
the centre has benefited 
from the exposure to west- 
ern businesses and. unlike 
most of the state-owned 
institutions, it is driven by 
long-term business sense. 

While the Russian and 
Kazakhstan governments 
are in dispute over the fees 
for the use of Baikonur cos- 
modrome. Khrunichev and 
Lockheed Martin invested 
$S0m to improve Baikonur’s 
facilities. 

Khrunichev is also invest- 
ing considerable resources to 
upgrade Proton. Tbe centre 
says the new Proton-M, 
which will increase payload 
capacity by 30 per cent, will 
fly in 1998. Among its first 
missions will be the delivery 
of a $2l5m modulo to the 
$30bn International Space 
Station. The module, which 
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OUR IMAGES SHOW 
FLOODS RAGING OUT 
OF CONTROL, BUILDINGS 
SWEPT AWAY AND 
VAST DESTRUCTION. 

SURPRISINGLY, THEY 
INSPIRE HOPE. 


Earthquakes. Tornadoes. Roods. Each 
year; these and other disasters take lives, ruin 
property, even damage whole economies. 

It takes more than bandages to stop 
the hurting, lo truly undo or even prevent 
such harm, it takes information. The kind of 
information found in the dear, accurate, 
detailed, up-to-th e-moment imagery only 
Space Imaging EOSAT can provide. 

There is quite simply no better way to 
see some things on Earth, because no other 
company in the world offers die superb com- 
bination of information products that we do. 

Today, Space Imaging EOSAT can provide 
you with Earth information to meet a variety of 
needs. Our capabilities range from sub-meter 


resolution aerial photography to 5-merer, 
20-meter and 180-meter resolution satellite 
Imagery from the Indian IRS-IC satellite. 
And soon we’ll be the only company in the 
world to offer satellite-collected i -meter 
black-and-white and 4-meter color imagery 
for customers worldwide. 

Our products are perfect for land cover 

• analysis, vegetative classification, mapping, 

• commercial development, environmental 

■ monitoring, natural resource exploration, 
agriculture - in short, any use requiring timely, 
detailed coverage. 

Best of all, you can get your hands 
on our imagery immediately. Call us ac 

t -H-303-254-2000 to order or to find out more, 
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SPACE 


EOSAT" 

Don’t just watch die Earth, understand II 


9351 Grant Street. See. 500 Thornton, CO 80229 USA Phone +WOM54-MOO Rue-* 
YJttcvrxwspaceirrQge.txxn anu&hifo@*pacelm^xorn 
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